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LETTER OF TRANSMITTAL 


ConGRrEss OF THE Untrep StaTes, 
Jornt COMMITTEE ON DereNnsE PRODUCTION, 
January 25, 1956. 
The honorable the Presipent oF THE SENATE. 
The honorable the Speaker or THE House or REPRESENTATIVES. 


In accordance with section 712 (b) of the Defense Production Act 
of 1950, as amended, which provides for a report to the Senate and 
House of Representatives from time to time concerning the results of 
studies of this committee, together with such recommendations as it 
may deem desirable, there is transmitted herewith the fifth annual 
report of the Joint Committee on Defense Production. The appendix 
of the report contains summaries from various departments and agen- 
cies performing functions under authority of the Defense Production 
Act to October 1955. 

Respectfully submitted. 

Pavut Brown, Chairman. 
A. Wixuis Roserrson, Vice Chairman. 
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Mr. Brown of Georgia, from the Joint Committee on Defense 
Production, submitted the following 


REPORT 


INTRODUCTION 


The Joint Committee on Defense Production was first established 
under authority of section 712 of the Defense Production Act of 1950, 
and is composed of 5 Members from the Senate and 5 Members from 
the House of Representatives. The committee has the responsibility 
of making a continuous study of the programs authorized by the 
Defense Production Act and of reviewing the progress achieved in 
the execution and administration of such programs. The committee 
advises with officials charged with the administration of the act, re- 
ceives periodic reports from all departments or agencies performing 
functions under the act, and conducts hearings covering the activities 
of these departments and agencies under the act. Under the direction 
of the chairman, the committee staff conducts a continuous study of 
the manner in which programs authorized by the act are administered. 
Each department or agency performing functions under the Defense 
Production Act has summarized its activities for the past year for 
inclusion in this report. 


Present Srarus or Derense Propucrion AND THE Jop AHEAD 


It is now 5 years since the peace was threatened y the armed aggres- 
sion against the Republic of Korea, leading to the initiation of the 
current defense mobilization program. 

Until such time as programs for the reduction of arms and the Bree 
vention of surprise attacks are carried out, we must be prepared to 
meet both limited scale aggression in other parts of the globe and 
thermonuclear attack on the continental United States. The progress 
heretofore made in the development of the mobilization program 
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2 JOINT COMMITTEE ON «DEFENSE PRODUCTION 


should not result in a feeling of complacency or any relaxation in our 
preparedness efforts. 

e defense-mobilization program has constituted an effort by the 
Government to meet the mabe 3 of military security with the minimum 
interference with our free-enterprise civilian economy. This has re- 
quired a general expansion, since there have been increased military 
requirements and large and growing consumer demands. Beyond the 
general increase, there has been a selective expansion to strengthen the 
mobilization base. Various incentives have been used for this pur- 
pose, including loans and loan guaranties, contractual commitments 
and guaranties, and accelerated tax amortization. 

On the basis of preliminary data, the Department of Defense esti- 
mates that in the 5 years since Korea the value of military supplies 
and equipment delivered, plus the value of military construction put 
in place, has totaled about $110.1 billion. Of this amount, $84.4 billion 
was in hard goods, $16.2 billion in soft goods, and $9.5 billion in 
construction. 

During fiscal year 1955, it is estimated that $20.8 billion worth of 
supplies and construction were delivered or put in place, including 
$16.8 billion hard goods, $2.1 billion in soft goods, and $1.9 billion 
in construction. 

Considerable shifting in the delivery pattern of hard goods con- 
tinued in the fiscal year 1955. The value of ammunition deliveries was 
about 45 percent below the value of deliveries for ammunition in 
fiscal 1954, the previous peak year. The value of combat vehicles de- 
livered continued to decline, amounting in fiscal year 1955 to only 
about 15 percent of the previous largest year, which was fiscal year 
1953. The value of aircraft deliveries in fiscal year 1955 approxi- 
mately equaled those of the previous and peak year, fiscal year 1954. 
Electronics equipment deliveries dropped only a small amount, about 
8 percent below the fiscal year 1954 peak. Deliveries of guided missiles 
continued to increase in fiscal year 1955, rising about 35 percent above 
the fiscal year 1954 peak. 

Deliveries and construction put in place in the last quarter of fiscal 
year 1955 (April-June) totaled about $5.2 billion, down about 15 per- 
cent from the total of $6.1 billion for the same quarter a year earlier. 

Under the Defense Production Act of 1950, as amended, gross trans- 
actions of approximately $7.7 billion had been consummated for the 
expansion of supplies as of June 30, 1955. With the exception of 
machine tools and a few other items, by far the greatest part has been 
obligated for the expansion ofsupplies of strategic and critical mate- 
rials, and those materials which involve more than $100 million each 
are as follows: Aluminum, about $1,441 million; natural rubber, $883 
million; copper, $857 million; nickel, $677 million; titanium, $518 
million; manganese, $393 million; tungsten, $374 million; tin, $224 
million; molybdenum, $178 million; and magnesium, $129 million. 
Many other materials are included in the program involving lesser 
sums. 

The Office of Defense Mobilization and defense agencies are en- 
gaged in a continuing program to measure the Nation’s maximum 
potential production under full mobilization conditions and specific 
supply-requirements relationships that would exist. In measuri 
supplies and requirements a future mobilization period is assum 
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JOINT COMMITTEE ON DEFENSE PRODUCTION 3 


and a projection is made of overall production which would be avail- 
able. Estimates are made of military requirements, defense sup- 
rting requirements, and civilian requirements at the minimum 
level to provide adequate support for wartime programs. These 
requirements are compared with the maximum supplies available, and 
this analysis indicates which resources are in balance, which are in 
surplus, and which are short. Some deficiencies in an emergency can 
be met by redistributing resources. Remaining deficiencies are meas- 
ured in advance and decisions can be made whether to close the gaps 
by expanding productive facilities, by stockpiling or by developing 
substitutes, or whether the military or civilian programs must be fur- 
ther scaled down. The Office of Defense Mobilization reports that 
work progressed rapidly on the reexamination of stockpile require- 
ments based on the results of the first supply-requirements analysis; 
but there are still a number of materials to be reviewed, some of which 
are held up pending receipt of additional military requirements. 

In addition to the continuing task mentioned above, the ground- 
work is being laid for a second-round supply-requirements analysis 
to provide information on two different bases. One supply and re- 

uirements analysis for full mobilization would assume no attack on, 
the continental United States, with the other analysis assuming at- 
tack. Expansion goals serve the purpose of measuring the deficit be- 
tween anticipated mobilization requirements and the capacity of in- 
dustry to meet those requirements. The various financial incentives 
previously mentioned have been used to aid with the completion of 
these goals. During the past year new goals were established to pro- 
vide for materials or services directly needed by the Military Depart- 
ments or the Atomic Energy Commission and for electric power. On 
September 29, 1955, the Director of the Office of Defense Mobilization 
announced the closing of a number of expansion goals, leaving only 33 
goals open with 1 additional goal suspended. Of the 33 open goals, 
21 relate to production facilities, 7 cover materials, 4 deal with trans- 
portation, and 1 with research laboratories. This action resulted after 
a general review of the financial incentives program and a tightening 
of the criteria under which goals may be kept open or established in 
the future. 

Although only 34 goals, out of the 226 goals established since the 
inception of the program in 1951, remain unclosed, this does not mean 
that the set objectives have been obtained in all of the closed goals. 
Objectives have been obtained in more than 150 of the closed goals, 
and others were closed because of a downward revision in the require- 
ments. The balance, however, were closed because “experience has 
demonstrated that the tax-amortization incentive has not resulted in 
any appreciable progress in the direction of reaching the goal * * *.” 
In its policy for the establishment of expansion goals, also issued on 
September 29, 1955, ODM stated that goals like those last mentioned 
would be closed for tax-amortization purposes and consideration given 
to the possibility of developing other programs designed to meet 
essential defense needs. However, borrowing authority funds are still 
available under the Defense Production Act for overcoming defi- 
ciencies. Finding the solution for the completion of expansion goals, 
or the development of means to overcome these deficiencies, in cases 
where tax amortization has proven to be inadequate is a continuing 


problem. 
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As has been mentioned previously, after measuring supply and re- 
quirements relationships and planning for some deficiencies to be met 
at the time of an emergency by redistributing resources, the remaining 
deficiencies can be anticipated and met in advance of the emergency 
by expanding productive facilities, by stockpiling or developing sub- 
stitutes. The current best judgment on the quantities of materials 
which are required for the stockpile is expressed in terms of stockpile 
objectives. ‘These objectives are subject to continuing review. From 
July 1, 1954, to August 15, 1955, materials reviews resulted in increased 
objectives for 18 materials, decreased objectives for 23 materials, 4 
objectives were reaffirmed, 5 materials were added, and 4 were removed 
from the list. 

Seventy-five materials are currently on the list of strategic and criti- 
‘al materials being stockpiled by the Government. Long-term stock- 
pile objectives have been established for some materials pursuant to 
the President’s directive dated March 26, 1954. The long-term objec- 
tives discount completely all foreign sources of supply in wartime ex- 
cepting only a limited group of countries to which wartime access can 
be had with the same degree of reliance as afforded by sources within 
our own country. The minimum stockpile objectives are set by first 
determining requirements, then determining the supply that would be 
available, including some supplies from accessible foreign sources dis- 
counted to reflect potential hazards in wartime. Overall objectives 
amount to $10.4 billion, and of this amount $5.6 billion in materials 
were on hand as of June 30, 1955. (In terms of minimum stockpile 
objectives, $4.7 billion in materials had been acquired toward achieve- 
ment of the $7 billion minimum stockpile objective.) 

Of the 75 materials in the stockpile program, there are 46 materials 
for which the minimum stockpile objectives have been met. There are 
5 additional materials for which the inventory on hand is more than 
75 percent of the minimum objective, 9 additional materials for which 
the inventory is more than 50 percent of the minimum objective, and 
7 additional materials for which the minimum objective is more than 
25 percent complete. There are 8 materials for which the inventory 
is less than 25 percent of the minimum stockpile objective. 

One major ferroalloy—nickel—still presents a serious problem 
caused by inadequate supplies. All of the other ferroalloys which 
were in short supply in the early months of the Korean war, such as 
tungsten, molybdenum, manganese, chrome, cobalt, and vanadium are 
reported to be obtainable by industry today with no difficulty and the 
Government stockpile for most of these materials is also reported to 
be in a very satisfactory position. In addition to nickel, other special- 
problem materials include aluminum, copper, metallurgical fluorspar, 
battery grade synthetic dioxide manganese, mica, selenium, and 
titanium. 

It is estimated that during the past fiscal year approximately two- 
thirds of the materials purchased for the stockpile to meet minimum 
stockpile objectives came from Defense Production Act inventories. 
As of June 30, 1955, it was estimated that about $1 billion worth of 
stockpile-grade materials may be delivered into DPA inventories over 
the next few years as a result of previously negotiated expansion con- 
tracts. A new provision of the Defense Production Act gives the 
President authority, on certification by the Secretary of Agriculture 
or the Secretary of the Interior that a strategic and critical mate- 
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rial is likely to be in short supply in time of war or national emer- 
gency, to make provision for the development of substitutes for the 
material. 

Studies on stockpile requirements and the elimination of stockpile 
deficiencies should continue in the year ahead. 

While important work remains to be done in acquiring certain scarce 
materials and in providing for some productive facilities, a large part 
of the expansion job has been completed. The 1955 amendments to 
the Defense Production Act recognize a change in emphasis from the 
early mobilization activities to the present preparation for future 
emergencies. The declaration of policy in the act was amended by 
adding a statement on the “development of preparedness programs,” 
to the expansion of productive capacity and supply Saeed the levels 
needed to meet the civilian demand, “in order to reduce the time 
required for full mobilization in the event of an attack on the United 
States.” 

A prime example of the importance of preparedness measures is 
found in the field of components. In past periods of mobilization 
various components, such as boilers, gears, bearings, and valves, have 
been among the most serious drawbacks. Yet today deficiencies are 
known to exist in such items, which would require a long lead time 
to produce, and for which the demand would be substantially increased 
by military requirements in time of emergency. To delay rounding 
out capacity until an emergency developed could result in bottlenecks 
which might not be broken for an extended period of time. 

Thirty-nine component areas, involving a total of 60 individual 
components, have been set up for study as those most likely to become 
bottlenecks in another emergency. Of the 9 studies completed to date, 
adequate capacity under full mobilization was found to exist in 7 cases. 
Several other components studies are expected to be completed by the 
end of the year. Adequate capacity under full mobilization would 
not exist for steam boilers, turbines, and turbine gears. On August 
14, 1955, up to $70 million in borrowing authority funds was author- 
ized by the Office of Defense Mobilization to round out capacity for 
turbines and turbine gears. Although there have been recommenda- 
tions by an interagency committee on high-pressure steam boilers, this 
program has not yet been put into effect. Critical component studies 
should be completed as quickly as possible in order that deficiencies 
may be known and action taken to overcome deficiencies which might 
create bottlenecks in a future emergency. 

Increased emphasis should be devoted to the study of problems 
which would result in the event of thermonuclear attack. The major 
task of human survival in attack areas will have initial preference, 
but many measures to be taken in that stage of recovery, such as the 
restoration of water, power, and transportation services, will ulti- 
mately make possible the functioning of defense-producing facilities. 
ODM points out that the Government has a broad backlog of experi- 
ence in meeting the problems of limited mobilization, such as the 
Korean war, and of genera] mobilization within a secure homeland 
such as World War IT, but today a new situation exists because of 
the capacity of a potential enemy to inflict a large-scale attack on the 
United States. Under such circumstances, there would be unprece- 
dented problems. While first priority is being given to defensive 
measures which will lessen our vulnerability and help lessen the possi- 
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bility of attack, programs are being viewed in the light of a possible 
attack on the Nation. We need 46 Khaw what constitutes a necessary 
mobilization base under such a condition. This means that we need 
to estimate what our postattack requirements for various resources 
would be and to compare these with our surviving capacity and supply 
of resources. ODM reports that such a study has been started and 
that preliminary results should be available during the coming year. 

One major unresolved problem is that of determining the practical 
limits of dispersion, both on a voluntary basis and with Government 
assistance. Recent disclosures on the effects of radiological fallout 
may have increased the difficulty of determining these limits. It is 
important that a responsible estimate of the outlines of that problem 
be made. 

The Office of Defense Mobilization has been developing readiness 
exercises to test the adequacy of peacetime planning for mobilization 
and to provide a training program for the executive reserve. (The 
Defense Production Act Amendments of 1955 authorized the establish- 
ment and training of a nucleus executive reserve for employment in 
executive positions in Government during periods of emergency.) In 
June 1954 an initial test was conducted in connection with the Federal 
Civil Defense Administration’s nationwide alert. The second test 
was conducted in November 1954, during which key mobilization 
agencies tested relocation and communications facilities for 6 hours. 
The third series was conducted for a 3-day period in June 1955, during 
which test several thousand key officials and employees relocated. 
The test is reported to have revealed many administrative problems, 
and all agencies are now being urged to develop plans under which 
small groups of employees will perform year-round duties at the re- 
location sites. 

One major deficiency reported to have been confirmed by the test 
was the lack of specific information which could be developed quickly 
regarding bomb damage to essential segments of industry, transporta- 
tion, and utilities. It is not sufficient to know that a given percentage 
of industry or other facilities would be destroyed, but it is important 
to determine the effect on specific industries and specific components. 

ODM reports that a more intensive test of readiness plans will be 
held next year and that plans are being developed for continuous test- 
ing of the ability of agencies to deal with some of the substantive prob- 
lems that would confront them in the event of attack. A continuation 
of the work which has been started on the development of a program 
for the assessment of the damage to the economy which would result 
from an attack is highly important among studies in the year ahead. 

During the 5-year period of the current mobilization program much 
of the expansion job has been completed, and those who have been 
responsible for the progress achieved are to be commended. Yet, 
your committee believes that the defense agencies would be the first 
to acknowledge that much remains to be done in providing for our 
national defense and national security, and there must be no relaxa- 
tion in our preparedness efforts. 


Committee Hearrncs 


During the past year your committee has conducted hearings cover- 
ing the following subjects: (1) An executive h on nickel, copper, 
and other critical materials; (2) a hearing on the progress o 
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defense-mobilization program; (3) a hearing on the activities of the 
Department of the Interior under the Defense Production Act; (4) a 
hearing on contracts entered into under the Defense Production Act by 
the Defense Materials Procurement Agency; and (5) a hearing on the 
operations of the Government-owned nickel plant at Nicaro, Cuba. 


The hearings mentioned above are herewith summarized under the 
following headings: 


NICKEL AND COPPER SHORTAGES—-HEARING 


On March 10, 1955, the committee met in executive session to review 
the nickel and copper shortages and discuss their effect on mobiliza- 
tion planning and on the domestic economy. Appearing were Dr. 
Arthur 8. Flemming, Director of the Office of Defense Mchilisation, 
other representatives of ODM, and representatives of the Department 
of Commerce, Department of Defense, Department of State, Depart- 
ment of the Interior, and General Services Administration. 

Although the matters discussed are of a classified nature and may 
not be summarized at any length here, considerable attention was given 
to factors contributing to the shortages, steps being taken to overcome 
these shortages, and the outlook for improvement in the supply of 
these metals. 

Procurement practices and policies with respect to these metals were 
covered, as were the expansion and exploration programs. Also dis- 
cussed were the stockpile objectives of these metals, the necessity for 
diversions to the civilian economy, and the effect of such diversions 
on the stockpile. 

The committee was also advised as to the aluminum situation and 
the status of the titanium program. 

Unclassified summaries have been prepared for inclusion in the 
fifth annual report covering nickel, copper, aluminum, and titanium. 


DEFENSE MOBILIZATION PROGRAM——-HEARING 


On April 15, 1955, Dr. Arthur S. Flemming, Director of the Office 
of Defense Mobilization, appeared before the committee for the pur- 
pose of reviewing, in general, the progress achieved in the execution 
and administration of the programs authorized by the Defense Pro- 
duction Act. 

Dr. Flemming told the committee that ODM is charged with insur- 
ing that preparedness actions are taken in a timely and economic man- 
ner, that in the event of war we have available materials and other 
critical resources in such amounts as to permit full and rapid con- 
version of the industrial and civilian strength to meet war require- 
ments, and that the Government is ready to act in an emergency on all 
mobilization fronts. 

In carrying out its role, Dr. Flemming said that ODM establishes 
policies and elegntes specific authority to act to other Government 
agencies. The staff of ODM, he said, works with these delegate 
agencies. ODM also established action objectives, such as stockpile 
and industrial expansion goals. Dr. Flemming said that by following 
this approach, ODM has remained a small staff agency. 

The committee was told that the first step in building the mobiliza- 
tion base is the determination of requirements. As these are deter- 
mined in various fields, ODM attempts expansion of supplies through 
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the use of financial incentives; in particular, tax amortization and the 
Defense Production Act borrowing authority. 

Dr. Flemming stated that the tax-amortization program has been 
a great help in encouraging private financing, and whatever the cost 
of that program to the Government, there appeared to be no cheaper 
way to encourage expansion or productive capacity and supply neces- 
sary for national defense. 

The committee was advised that as of the date of the hearing a 
total of 224 expansion goals had been established; 136 were closed, 
1 was in suspense, and 87 were still open. In the areas where goals 
still existed, Dr. Flemming said that the continued use of tax amortiza- 
tion was necessary. 

In some instances, the committee was told, it would be necessary 
to utilize incentives other than tax amortization. Dr. Flemming 
cited the problem of components as illustrative of this. He state 
that there were underway 58 studies to determine mobilization de- 
ficiencies in selected components. Eight studies had been completed. 
Two of these—high-pressure steam boilers and turbines and turbine- 
driven reduction gears—showed the existence of critical shortage in 
capacity. Dr. Flemming said that an advisory committee recom- 
mended that the General Services Administration be instructed to 
procure approximately $64 million worth of machine tools and facili- 
ties to round out the capacity of the turbine and turbine-gear industry. 
He said that it was his inclination to approve this recommendation. 
No final decision had been reached regarding the use of borrowing 
authority to overcome partially the deficiency of capacity to procure 
steam boilers. 

With regard to electric power, Dr. Flemming announced to the 
committee that the expansion goal was being reopened and the objec- 
tive placed on a nationwide basis at 150 million kilowatts of capacity 
by the end of 1958. This represented an increase of 34 million kilo- 
watts over that scheduled to be in place at the end of 1955. In answer 
to a question, Dr. Flemming stated that there has been no study as to 
the need of more power in case of war. The 150 million objective, he 
said, represented the then current best judgment of ODM with the 
concurrence of the Department of the Interior. 

In the area of materials, Dr. Flemming advised that commitments 
approximating $6 billion had already been made to expand supplies 
for defense purposes. In the case of aluminum, the annual productive 
capacity had been doubled from its pre-Korean level of about 700,000 
tons a year to about 114 million tons a year. In the case of copper, 
long-term market guaranties totaling nearly a billion dollars vanities 
in the expansion of domestic mines so as to increase domestic produc- 
tion by about 250,000 tons a year when in full production. Our an- 
nual domestic consumption, he said, is about 1,500,000 tons. 

Over a half billion dollars had been obligated to increase the pro- 
duction of nickel. Hundreds of millions had also been obligated for 
manganese, molybdenum, and tungsten, Dr. Flemming said. 

Steel was cited as a good example of a major industry where expan- 
sion has taken place almost entirely by private financing with the 
assistance afforded by tax amortization. Current steel capacity, he 
said is about 126 million tons a year compared to World War II 
capacity of about 85 million tons a year. 
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Commenting on the stockpile program, Dr. Aoprog | noted that 
75 materials were presently being stockpiled. Of the 75 minimum 
objectives, 39 were completed by December 31, 1954, and 9 others were 
75 percent or more complete. He further stated that it is expected 
that 62 minimum objectives will be 75 percent complete by June 30, 
1956. 

Dr. Flemming advised that overall stockpile objectives were valued 
at $9.6 billion, of which materials valued at approximately $4.9 billion 
were on hand. 

Asked whether we have been getting strategic and critical materials 
from abroad in exchange for our agricultural surplus eee Dr. 
Flemming said that some real progress is being made in that direction. 
He noted that such materials, when so acquired, go into a supplemental 
stockpile, and if there is room, they are placed mm the strategic stock- 
pile. 

On the subject of industrial dispersal, Dr. Flemming said that a few 
years ago the executive branch of the Government recommended that 
new defense facilities be located not less than 10 miles beyond the 
perimeter of certain designated areas of industrial and population 
concentration. He stated that a recent statement by the Chairman 
of the AEC made it clear that it is still possible to reduce, by dispersal, 
the effects of blast and heat, when accompanied by protective measures 


against fallout. Dr. Flemming further stated that it is equally clear, 


however, that a mileage yardstick that would conform to the increases 
in weapons capabilities could not be applied in a practical manner to 
all situations in all parts of the country. Any effort, he said, to do so 
would disrupt the economy of some parts, and would fail to take into 
consideration differing geographical and other factors. 

Dr. Flemming told the committee that a revision of the dispersal 
policy is necessary that will take into consideration the practical prob- 
lems of the States and cities and that will result in their being able 
to work out dispersal plans applicable to their situations. He said 
that the Federal Government should make available basic information 
and provide the kind of guidance in the use of that information that 
will enable States and cities to develop dispersal plans that will enable 
them to achieve the best balance of dispersion within the practical 
limits of a properly functioning economy. 


ACTIVITIES OF THE DEPARTMENT OF THE INTERIOR UNDER THE DEFENSE 
PRODUCTION ACT-——HEARING 


On June 9, 1955, the committee conducted a hearing to hear witnesses 
on the activities of the Department of the Interior and to review the 
progress achieved in the development of preparedness measures under 
the Defense Production Act. 

Mr. John G. Liebert, Special Assistant to the Assistant Secretary, 
Mineral Resources, advised the committee that the responsibilities of 
the Department of the Interior pertain primarily to petroleum and 
gas, including pipelines, solid fuels, metals and minerals raw ma- 
terials, minerals exploration, electric power, and fishery products. 
Excepting metals and minerals raw materials, as to which delegation 
was received in November 1954, these areas of delegate agency re- 
sponsibility had been assigned to the Department of the Interior, 
without interruption, since the fall of 1950. 
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As to fishery products, the committee was told that it had not been 
necessary to establish an expansion program or goal or to utilize 
Government aids or incentives, as the commercial fishing industry had 
undertaken expansion of facilities. 

Mr. Liebert advised that in the field of petroleum and gas mobiliza- 
tion functions, the Military Petroleum Advisory Board had completed 
the first worldwide wartime petroleum supply-demand study, and the 
National Petroleum Council had completed a manual to assist the 
petroleum and gas industry in preparing for an emergency. He also 
advised that the Office of Defense Mobilization had been requested to 
increase the expansion goals for basic petroleum refining facilities, 
and alkylation facilities, and to establish a new expansion goal for 
mild “middle of the barrel” hydrogenation facilities. 

Mr. Hugh A. Stewart, Director, Office of Oil and Gas, told the com- 
mittee that gas transmission lines and facilities expansion goals had 
not been met. He said that under the operation of the Natural Gas 
Act, transmission lines or facilities are not constructed merely to be 
held in standby capacity, and each facility, as it is put in, is loaded up 
to its capacity just as promptly as it can be, so all that the Depart- 
ment of the Interior can do is encourage the building of additional 
gas lines. He advised that tax amortization certificates were being 
used for this purpose. 

Mr, Liebert testified that in the case of solid fuels, the major work 
was devoted to the maintenance and expansion of coke production 
facilities. He estimated at 84 million tons the annual byproduct coke 
requirements for full mobilization. The ODM goal, as adjusted to 
account for facilities approved for rapid tax amortization but not 
started, was given as 85,800,000 tons. The committee was told that 
gains made by virtue of installation of new capacity are partially off- 
set by the retirement. of overage ovens and the abandonment of facili- 
ties operated by gas utilities. It was estimated that should an emer- 
gency occur now, this country would be short a million to 2 mil- 
lion tons of coke needed to meet full mobilization. 

The committee was advised that the responsibility for the develop- 
ment of preparedness measures for a comprehensive list of metals and 
minerals was delegated to the Department of the Interior by ODM on 
November 12, 1954. Mr. Liebert stated that in the 6 months since this 
delegation, attention had been concentrated on special problems of an 
urgent character specifically referred by ODM. He said that arrange- 
ments would be made for carrying out the full scope of responsibilities 
for all of the assigned metals al minerals when funds for the Office 
of Minerals Mobilization of the Department of the Interior were made 
available for the fiscal year 1956. The most pressing problem, Mr. 
Liebert said, was of an administrative character. In response to 
questions as to why sa eie authority funds were not requested for 
administrative expenses pending congressional appropriation, he ex- 
plained that all of the delegated activities were not related directly 
and solely to the Defense Production Act, and that it was the policy 
of the Department to request direct appropriations from the Con- 

ess to carry out the functions of the units whose work involve both 
delegated responsibilities under the act and responsibilities which 
are the normal, continuing functions of the Department in the same 
areas, 
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JOINT COMMITTEE ON DEFENSE PRODUCTION 11 


Minerals exploration activities are carried on by the Defense Min- 
erals Exploration Administration. DMEA carries out its objectives 
by entering into contracts with private parties under which the Gov- 
ernment contributes to a part of the cost of the exploration work, the 
Government’s contribution being either 75 or 50 percent, depending 
upon the mineral. Those minerals for which the Government will 
contribute 50 percent of the costs for exploration are: Bauxite, chro- 
mium, copper, fluorspar, graphite, lead, molybdenum, zinc, and cad- 
mium. Those in the Teasuad group are: Antimony, asbestos, beryl, 
cobalt, columbium, corundum, diamonds (industrial), kyanite (stra- 
tegic), manganese, mercury, mica (strategic), monazite and rare 
earths, nickel, platinum group metals, quartz crystals, rutile-brookite, 
tale, tantalum, thorium, tin, tungsten, and uranium. 

The committee was told that as of May 31, 1955, DMEA had dis- 
posed of 2,416 of the 2,650 applications received for participation in 
this program. Seven hundred and fifty of those acted upon had been 
approved and contracts executed. As of this same date, 260 projects 
had found ore, and 197 of these had been certified as “discoveries or 
developments.” The estimated recoverable value of the ore reserves 
inferred on the certified projects was given as approximately $220 
million. Royalties in the amount. of about $900,000 had been paid to 
the Government, and several operators had completely repaid the 
sums received from the Government. 

The committee was told that small business has had an active part 
in the program. It was said that. approximately half of the contracts 
call for total expenditures of less than $20,000, and that in many the 
operator is obligated to spend less than $3,000. 

When asked how pr i ti tax amortization mechanisms for ex- 
pansion programs were proving, Mr. Liebert replied that such worked 
very well in the past, but that the whole subject was being reviewed 
to determine whether it should be continued, and if so, to what extent. 

Witnesses were asked about the report concerning United States Tin 
Corp. previously requested by the committee (Joint Committee on 
Defense Production, Progress Rept. No. 29). Mr. Liebert answered 
that the matter had been referred to the Solicitor’s Office to read the 
record, to determine if there should have been any kind of disciplinary 
action taken against certain employees, and that he had not received 
a report. Mr. Liebert promised to advise the committee as to the 
status of that report. (See p. 66.) 

Mr. Edward b. Frye, special assistant to the Assistant Secretary, 
Water and Power Development, told the committee that the functions 
carried on with respeet to the field of electric power included assem- 
bling and evaluating data as to the production capacity of electric util- 
ities and supplying of electric power under sin a conditions ; 
serving as an allotting agency for materials for construction of facil- 
ities to provide electric power to AEC installations; making recem- 
mendations on requests for accelerated tax amortization; and con- 
ducting special power studies. This work, the committee was told, 
was being handled for the most part by three full-time employees, and 
that eck paigiey assistance was requested of the Department’s tech- 
nical review staff and industry consultants, 

The committee was advised that on December 3, 1953, ODM tempo- 
rarily placed the electric-power goal on the suspended list, and that on 
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July 29, 1954, the Acting Secretary of the Interior recommended to 
ODM that the goal be closed, with certain minor exceptions. The 
committee was told that a study made by employees of the Depart- 
ment of the Interior and the Federal Power Commission indicated that 
for the period 1955 through 1957 nationwide capacity, installed or 
planned, would exceed the estimated peak load as follows: 


Percent 
1955 median margin as percent of peak load__....__-.-.-..--_..__.-.._... 20.6 
MN I Sissi ated. 5 aibiatcintbanbideuld Madina ee iE ialsh elidel TE dea 18. 6 
Se eS hi. dis Sic bdke knees ih ES 2F ieee 18.1 
BS aL TES, Semel ce ete aR ieee akete! ile RM sable ts EBB cin sled mab plea Nie E+ 16. 2 
ee ee a. 2 ak eeckcdb aa souLeueuauie ae 16. 7 
Poi. {RARER es ka AO AL See Oe Te Ee ME Da Ty ORE bee ey Ee ERLE Ea Se PUREE ER Ose SY Re A I 14.9 


Mr. Frye testified that under the then assumed circumstances of 
partial mobilization, it was considered that this margin was sufficient 
to meet the needs in all regions with the possible exception of the 
Pacific Northwest. Subsequently, he said, it was decided that lanning 
should be premised on full mobilization. Accordingly, on April 15, 
1955, ODM transferred electric power to the open goal and extended 
the goal to 150 million kilowatts by the end of 1958. 

. Frye told the committee that generating capacity installed plus 
installations under construction, providing schedules were maintained, 
would provide adequate firm power to meet requirements for the Pacific 
Northwest until 1960 or 1961. It was the opinion of this witness that 
there was no immediate problem. 

The Chairman placed in the record a chart based on Federal Power 
Gommission estimates showing the indicated electric power reserve 
for 1958 to be only 2.2 percent for the Southeast region and —2.0 per- 
cent for the Pacific Northwest region. Mr. Frye stated that the fig- 
ures in this chart were based on adverse water conditions. As to the 
Southeast, it was his opinion that should adverse water conditions 
occur, a shortage could be alleviated by the import of power into that 
area. 

When asked what would be the needs for electricity in the event 
of war, the witness replied that that was not known. Mr. Frye said 
that ODM had been requested to furnish certain basic assumptions 
and estimates of requirements. Ths request, he said, was made on 
May 13, 1954, and no reply had been received. He stated that without 
the requested information a study of wartime needs could not be made. 

Mr. Arthur B. Vieregg, power adviser, technical review staff, told 
the committee that in his opinion the margin of reserves in being, 
plus what is scheduled to come in, would carry all essential loads 
during the first 12 months of a war. He stated that, during the first 

12 months, there would be a time lag required for retooling for the 
manufacture of war items, and during that period it was unlikely 
that the total maximum power demand cree substantially increase 
over loads under peacetime conditions. The witness admitted that 
additional power would be needed if the war continued for 2 years. 

Mr. J. Warren McLaughlin, Chief, Electrical Equipment and Sys- 
tems Branch, Office of Assistant Secretary of Defense, Properties and 

Installations, Department of Defense, told the committee that a power 
study for war was needed, the last one having been made in 1945. He 
also told the committee that in his opinion there will not be a lesser 
demand for electricity during the transition period after the outbreak 
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JOINT COMMITTEE ON DEFENSE PRODUCTION 13 


of war, and that the transition from peace to war will be much faster 
because of the work that has been done in advance. 

In response to a request of the committee, Mr. McLaughlin prepared 
and submitted the following table showing the loads which he esti- 
mated should be planned for in case of war and the corresponding 
amount of generating capacity necessary to meet them: 


Capacity | Yearly out- 


Year end necessary to | put in 
peak load serve peak | billions of 
in millions load of kilowatt- 
kilowatts | hours 
55 am ee 98 | 112 | ! 
1958 ai eel. ; 104 | 116 | 575 
1957 ih ; . ~ : S 4 tele whicstats oh 116 | 127 | 650 
1958..... bamieaie ie @ mst 123 135 | 700 


| ! 


In explanation of this table, Mr. McLaughlin said: 


These figures * * * include the output of all electric utilities but do not 
include industrially owned and operated electric-generating plants. At the end 
of 1954 captive generating plants operated by industrial plants, railroads, mines, 
ete., had generating capacity of approximately 16 million kilowatts and generated, 
during that year, almost 73 billion kilowatt-hours. 

While a reserve and operating margin of approximately 15 percent is con- 
sidered to be adequate in peacetime, it can be reduced somewhat during hos- 
tilities and the above estimates include a 10-percent margin by the end of the 
fourth year of war. This reduction in reserve margin would result in a saving 
of several million kilowatts of generating capacity. 

The figures * * * do not make any allowance for damage by bombing, sabo- 
tage, ete., as such figure is extremely hard to estimate and, in order to be of 
service, would necessarily have to be applied to certain sections of the country. 

The loads have been estimated in a comparatively short time and without 
the benefit of months of study which is usually given to preparation of similar 
figures. 


DEFENSE PRODUCTION ACT CONTRACTS—-HEARING 


In July 1955 the committee held three executive sessions to hear 
witnesses on a report prepared by the General Accounting Office 
concerning the zinc-expansion program in general and contracts en- 
tered into by the Defense Materials Procurement Agency with Mid- 
Continent Mining Corp., MacArthur Mining Co., Inc., and W. M. & 
W. Mining Co., Inc., in 1951 and 1952, at which time Mr. Howard I. 
Young was the Deputy Administrator of the Defense Materials Pro- 
curement Agency. 

(For changes in GAO report following the second session, see p. 21.) 

The advances which were made to these companies, or the subsidies 
which were paid, were under the authority of the Defense Production 
Act. As it is the responsibility of this committee to make a continuous 
study of the programs authorized by the act and to review the progress 
achieved in the execution and administration of such programs, this 
committee made a thorough study of the three contracts in question. 

In substance the report of the General Accounting Office sets forth 
that the three zinc-production contracts were entered into and Gov- 
ernment funds were expended when existing conditions did not justify 
such action. The report also relates the possibility of certain “con- 
flicts of interest” in connection with these three contracts on the part 
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of Mr. Young, who, while Deputy Administrator of DMPA and 
serving without compensation, was at the same time president of 
American Zinc, Lead & Smelting Co. and president of the American 
Mining Congress. The report declares American Zine to have been 
beneficially interested in the program of the three companies. It is 
also said that the contracts were let despite serious objections of 
Government officials as to the legality and propriety of such action. 

That part of the report dealing with the background of the zinc- 
expansion program and the overall zine-market situation states that 
the final report (dated November 2, 1951) of the Defense Minerals 
Administration, which preceded DMPA in handling the program for 
expansion of production of strategic and critical materials, recom- 
mended that the zinc-expansion program be curtailed. The apparent 
short supply of zinc was termed temporary and sora itoi te. The 
GAO report further states that soon after the issuance of the DMA 
report, Mr. Young, on November 15, 1951, described the projected 
zine supply “as being extremely serious.” The report declares that 
“from November 1951 to Mareh 1953, DMPA, under the guidance of 
Mr. Young, submitted to DPA a series of zinc expansion programs 
which cannot be easily reconciled with facts showing the continuous 
easing of the zinc situation, both domestic and international.” The 
report states that between August 1951 and March 1952 only 15,000 
tons of zine were diverted from the stockpile, that only 90 tons of an 
authorized 15,000 were diverted in January 1952, that 1mports in 1952 
reached a record second only to 1943, that the price of zinc began to 
decline steadily, that NPA allocation was relaxed and subsequently 
revoked, that consumer inventories increased, that export quotas were 
eliminated, and that trading in zine futures was restored on the New 
York Commodity Exchange. 

The report of the GAO further states that Mr. Young gave varying 
reasons to justify zine-expansion programs. Late in 1951 and 1952, 
the report says, emphasis was placed on needs for defense production 
and essential civilian requirements, and when the market broke in the 
spring of 1952 and prices declined from 19.5 to 15 cents, expan- 
sion was justified on the besis of hardships encountered by domestic 
producers. The report further says that when the price further 
declined to 11 cents, expansion was justified because of alleged moral 
commitments made by the Government to the producers. 

In its original report, GAO cited as an example of the easing zinc 
situation : 

In August 1952, when the market was 14 cents, GSA contracted for stockpile 
1,167 tons, at 15.5 cents per pound, of American Zine Co.’s surplus which could 
not be absorbed commercially. 

(This statement was later modified by the GAO, see p. 21.) 

The report states that during the entire period of Mr, Young's 
tenure as Deputy Administrator, American Zinc, Lead & Smelting Co. 
had a material interest in the zinc situation. Of the total domestic 
tonnage to be generated under expansion contracts, the report states 
that American Zinc, which controls approximately 10 percent of the 
total domestic zinc-smelting capacity, was to smelt 47 percent of the 
concentrates. 

The report declares that DMPA, under Mr. Young’s direction, was 
successful in obtaining DPA’s approval of individual zinc tears 
totaling $74 million, resulting in an estimated net loss to the Govern- 
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ment of $8 million from its purchase and resale of zinc. The report 
also declares that— 


while the Defense Production Act contemplated losses when required by the 
critical need for strategic metals, such losses for zinc, which always remained 
near the bottom of the priority list and was in relatively easy supply, could 
less easily be justified. 

The report states that throughout the period in question, Mr. 
Young served at least in a triple capacity—Government official, com- 
pany executive, and spokesman for the mining industry. As Deputy 
Administrator of DMPA, the report says, it was his duty to insure 
needed defense materials at the least cost to the Government, and as 
a member of key Government committees ‘it was his duty to help 
formulate national defense policy in the fields of stockpiling, alloca- 
tion, industry expansion, ceiling prices, and so forth. As president of 
American Zinc, the report says, he obtained added sources of zinc 
concentrates to feed the smelters of his company, and as president of 
the American Mining Congress, he sought to help domestic industry. 
The report declares that— 
his varied activities, which cannot always be completely reconciled, stem from 
the fact that he was serving in this triple capacity; service to three masters, 
with equal loyalty to each, became plainly incompatible. 

As to the Mid-Continent contract, the report relates that its presi- 
dent, Mr. Maynard F, Clough, in December 1951, at Mr. Young’s 
suggestion applied to DMPA for a floor-price contract and financial 
assistance to construct and operate a zinc mine and concentrating mill. 
The report states that a DMPA mining engineer, employed on Mr. 
Young’s recommendation, recommended that a floor-price contract 
and an advance be given. Prior to the completion of his report, the 
report notes, this engineer had been offered a position with Mid- 
Continent at twice his Government salary. 

The report further states that key DMPA officials opposed financial 
aid to promote this venture because of adverse reports on Mid-Con- 
tinent’s financial condition, Mr. Clough’s past business record, the 
marginal character of the mine and the fact that zinc was no longer in 
short supply. The report says that Mr. Young prevailed upon DMPA 
to finance Mid-Continent and contract to purchase zine at above the 
market price. 

A contract was executed on August 21, 1952, and made retroactive 
to July 16, 1952. On July 21, 1952, American Zine contracted to 
purchase and smelt Mid-Continent’s zinc concentrates; to sell slab 
zine under Mid-Continent’s contract to the Government or in the open 
market; and to advance Mid-Continent $75,000 if the amount bor- 
rowed through the Government ($325,000) proved insufficient to com- 
plete the proposed mill. The record reveals that the $75,000 was not 
advanced. 

The report says that Mr. Clough applied for a Government-guar- 
anteed loan with the Mercantile Trust Co. of St. Louis at the sug- 
gestion of Mr. Young, a member of its board of directors. The report 
states that DMPA asked the bank and Federal Reserve of St. Louis 
to forego the usual investigation, formal report, and recommendations. 
The report states that dhe loan application was later withdrawn. The 
report further states that a similar loan application was made with the 
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First National Bank of St. Paul, but this was withdrawn in Sep- 
tember 1952 because Government financing was available. 

The contract was amended October 2, 1952, to provide for a Gov- 
ernment advance of $325,000. The report states that no explanation 
has been found to justify a Government advance under the Defense 
Production Act. where Government-guaranteed private financing was 
available. The report states that the money was spent without com- 
pleting the plant and leaving substantial debts. 

The report states that safeguards recommended by DMPA officials 
to protect the interest of the Government were not adopted, and con- 
t ‘Se to insure performance of the contract were not installed. 

The report originally-declared that the contract provided for a 
concentrating mill of the capacity of approximately 400 tons per day, 
but that Mr. Clough purchased equipment from Mr. Young’s company 
for a mill of 1,200 tons capacity, at an additional cost of approximately 
$60,000. 

(This statement as to the purchase of equipment was later retracted 
by the GAO, see p. 21.) 

In summary, the report says that DMPA decisions on the technical 
propriety of the project, the financial responsibility and integrity of 
the company’s management, and the necessity for the project were not 
in the best interest of the Government but were infinaioed by Mr. 
Young and his interest in Mr. Clough. 

The report with respect to MacArthur Mining Co., Inc., shows that 
this company filed an application on December 11, 1950, with the De- 
partment of the Interior, Defense Minerals Administration, for a loan 
of $60,000 to increase its production at its mine located near Baxter 
Springs, Kans. Before this loan was approved, the method of process- 
ing the application came under the Defense Materials Procurement 
Agency and the General Services Administration. MacArthur then 
filed another application requesting an advance of $45,000 against 
production under a contract to be negotiated with DMPA. 

The report recites that the Comptroller’s Office of GSA indicated 
that the application should be rejected because of the financial situa- 
tion of the company and the fact that its president would not agree to 
conditions considered essential to making the advance. The report 
states that, however, DMPA continued negotiations and entered into 
a contract on December 4, 1951, providing for a floor price and an 
advance of $45,000. The report says that zine was not in short 
supply at this time. 

The report notes that as a prerequisite for the advance, the Comp- 
troller, GSA, required MacArthur to enter into a smelting and agency 
contract with American Zinc or another mutually satisfactory com- 
pany. The report states that although other large smelters were 
located nearer the mine, the required agreement was entered into with 
American Zine Co. of Illinois, a wholly owned subsidiary of American 
Zinc, Lead & Smelting Co. 

The report says that under its agreement with MacArthur, the 
minimum increase in gross sales of slab zinc of American Zine would 
have amounted to $525,000 with a probable increase in gross sales of 
more than $700,000. 

The Government lost the entire amount of the advance. This, the 
report on MacArthur states— 
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is directly attributable to the persistence of the Defense Materials Procurement 
Agency to pursue the project at a time when the emergency need no longer existed 
and notwithstanding the adverse financial reports— 

The report as to W. M. & W. Mining Co., Inc., relates that on 
December 15, 1950, prior to his appointment as Deputy Administrator, 
Mr. Young signed a contract for American Zine to purchase all zinc 
concentrates produced by W. M. & W. during the period December 15, 
1950, to December 14, 1953; from January to September 1951, the sum 
of $70,000 was advanced by American Zinc to this company and by 
January 1952, $36,000 of this advance had been repaid. 

During January 1952, the report states, W. M. & W. advised Deputy 
Administrator Young that Government aid would be necessary if 
production was to continue. It further states that despite the un- 
certainty within DMPA as to the justification for a subsidy, such a 
contract was entered into on July 27, 1952; this contract was made 
retroactive to February 1, 1952. 

The report states that an attempt to terminate this contract on 
August 5, 1952, by a DMPA official was delayed by Mr. Young. Termi- 
nation was eventually effected November 18, 1952, after subsidy pay- 
ments totaling $18,064.90 had been made. 

The report declares that American Zine was directly interested in 
the profits of W. M. & W. insofar as they affected the repayment of 
the advances, and the continuance of the mine in operation so as to 
remain a source of supply of zine concentrates for American Zinc. 
Mr. Young, the report states, approved the subsidy contract and later 
impeded its termination, not withstanding his affiliation with American 
Zine. 

At the first hearing held on July 6, 1955, at which time witnesses 
from the General Accounting Office appeared, the committee was 
told that the three contracts were poor business deals for the Gov- 
ernment; that they were entered into under the excuse of an emer- 
gency for zinc when no such emergency existed; and that Mr. Young’s 
company seemed to come in for some benefits by virtue of the con- 
tracts. As to this third contention, the committee was told that Amer- 
ican Zinc stood to benefit in different ways. In each case, American 
Zinc had the right to smelt the zinc produced under the contracts. 
One of the companies, W. M. & W., was indebted to American Zinc, 
thus granting the contract (a subsidy contract) with that concern 
increased the likelihood of repayment of this debt according to the 
testimony. 

The committee was also told that although the Government’s agree- 
ment with Mid-Continent contemplated a 400-ton-a-day mill, this 
company purchased a 1,200-ton-a-day mill from American Zine on 
the latter’s recommendation. (See p. 21) 

The second hearing was held on July 14,1955. Mr. Young appeared 
with his attorney. Among others who appeared and testified at that 
hearing were Mr. Jess Larson, former Administrator of DMPA and 
the General Services Administration, and Mr. Albert H. Greene, for- 
mer General Counsel, DMPA. Representatives of the General 
Accounting Office also appeared and testified. 

Mr. Larson told the committee that he was appointed Adminis- 
trator of DMPA at the time that agency was created, and that he 
continued to be Administrator of GSA. He stated that his selection 
of Mr. Young as his deputy was the result of the unanimous recom- 
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mendation of the mining industry. Mr. Larson stated that he signed 
each of the contracts in oT and accepted full responsibility for 
whatever happened in DMPA. 

Mr. Larson further testified that from some time prior to Christ- 
mas 1951, he and he alone was responsible for the Mid-Continent 
negotiations, He stated that he determined the amount of the advance 
to be made to Mid-Continent after extended negotiations carried on 
by himself and Mr. Greene. He said that if poor judgment was 
exercised in the Mid-Continent case, it was his responsibility because 
it was his decision. He also said that while Mr. Young recommended 
his point of view, it was not upon Mr. Young’s recommendation that 
he acted. 

Mr. Larson also told the committee that Mid-Continent’s mine was 
located nearest to the American Zinc smelter and to have required 
Mid-Continent to ship its concentrates to any other smelter would 
have penalized Mid-Continent. 

In a memorandum dated August 20, 1952, on the Mid-Continent 
transaction, Mr. John G. Ford, Director, Contracts Negotiations Divi- 
sion, DMPA, commented: “The Office of Public Information has not 
been requested to prepare a release on this contract, as provided in 
the internal procedure of this office.” Asked if a press release had 
been put out, Mr. Larson answered that he did not remember. 

Mr. Larson also stated that it was at his recommendation and sug- 
gestion that the subsidy contract was given to W. M. & W. 

He advised the committee that he had no detailed recollection of 
the MacArthur operation. 

Mr. Larson further stated that Mr. Young had made a full dis- 
closure to him of his holdings and affiliations and that this information 
was published in the Federal Register. 

In response to questions about two memorandums from Mr. Baron I. 
Shacklette regarding the background of Mr. Clough and the sound- 
ness of the proposed venture, Mr. Larson said that he fully weighed 
those factors. He stated that he did require of Mr. Clough that he 
bring other people into the company, and that Mr. Clough complied 
with this request. 

Mr. Young told the committee that when he became Deputy Admin- 
istrator in the latter part of 1951, he felt that the zinc supply was 
extremely serious. Therefore, he stated, in the latter part of 1951 and 
early 1952, DMPA submitted to DPA its program for expansion, 
emphasizing that it would be the policy of DMPA to obtain zinc pri- 
marily from North American sources and from producers capable of 
supplying zine at an early stage. He said that as a result, DMPA 
independently on January 3, 1952, authorized the expansion goal for 
the program of 1,320,000 tons of zinc production capacity, thereby 
increasing the American capacity by 242,000 tons. 

Mr. Young stated that the drop in price of domestic zine from 1914 
cents to 1714 cents-on June 2, 1952, to 16 cents on June 5, 1952, and to 
15 cents on June 13, 1952, was primarily on account of the steel strike. 
“During the 60-day steel strike,” he said, “smelters stocks of slab zinc 
increased by 64,000 tons or the equivalent of 35 days’ production.” He 
advised that at the end of 1952 this stock stood at 87,000 tons, which 
was 65,000 tons above the stock at the end of 1951. 

As to the statement that during his tenure at Deputy Administrator 
he had given various reasons to justify the zinc expansion program, he 
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said that the situation concerning zine was not static and that changes 
necessitated various programs. He stated that he thought his— 
recommendations were justified, that the preservation of our domestic mining 
industry was and still is of vital interest to this Nation, both from the standpoint 
of national defense and of civilian economy. 

Mr. Young stated that no expansion program can be accomplished 
without governmental assistance in one form or another to so-called 
marginal producers. He said that the price fall of zinc increased the 
necessity of governmental assistance. He declared that if the Govern- 
ment is dedicated to a policy of expanded productive capacity, he felt 
the marginal producer is entitled. to governmental assistance when 
the commercial market price falls below the point of profitable return 
to such producer. : | 

As to the percentage of smelting business which American Zinc re- 
ceived in the ordinary course of Sechuee as distinguished from the 
percentage received from companies which entered into DMPA con- 
tracts from 1951 to 1953, Mr. Young said that excluding the DMPA 
contracts of American Zinc itself, the percentage of smelting business 
received from DMPA contractors during this 3-year period amounted 
to only thirty-six one-hundredths of 1 percent of American Zinc’s 
total business. i 

Mr. Young denied that he utilized his position as Deputy Admin- 
istrator to benefit American Zinc through its acquisition of zinc con- 
centrate purchase agreements from DMPA contractors. He noted 
that upon his appointment he made a full disclosure of all companies 
from which he received compensation, and all companies and organi- 
zations of which he was an officer or director. He said the three 
companies in question were not included in the disclosure lists in 
that he had no financial interest in them. He also said that he had 
specifically arranged for other executives to handle all American Zinc 
concentrate purchases. 

Mr. Young further stated that at no time was there a failure to 
disclose that the concentrates of these DMPA contractors would be 
processed by American Zine. 

Mr. Young told the committee that he never benefited personally 
from any contract that went through DMPA while he was Deputy 
Administrator. He stated that neither he nor any member of his 
family had any interest, directly or indirectly, in Mid-Continent, 
MacArthur, or W. M. & W. He said that no financial advantage 
accrued to American Zine by reason of its processing of the zinc con- 
centrates of these three companies. He stated that American Zinc 
realizes only a toll charge and the value of byproducts recovered, 
any price advantage being passed back to the producer. He further 
stated that during the period involved, American Zinc smelters were 
opening at capacity and did not need DMPA contractors as a source 
of supply of concentrates. He claimed that in agreeing to accept 
the concentrates of these producers and to supply the metal to the 
Government under the given contract conditions, American Zine would 
be forced to curtail its regular business. 

Mr. Young also told the committee that the total zinc concentrates 
which would have been yielded by these 3 contracts, if fully performed, 
would have amounted to a low of 0.78 percent to a high of, 2.72 percent 
of American Zinc’s production, 
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Mr. Young stated that if the zinc concentrates produced by DMPA 
contractors were excluded from American Zinc this action would be 
to the financial disadvantage of the Government. He said shipping 
these concentrates to other qualified smelters would not only involve 
increased Government costs for freight but would also result in higher 
prices of the finished metal, and when refined, the finished metal 
would have to be again shipped substantial distances to the delivery 
point. 

Mr. Young advised that it was customary in the mining and smelting 
industry to advance funds to producers. He told the committee that 
in the case of Mid-Continent, his son as vice president of American 
Zine Company of Illinois, a wholly owned subsidiary of American 
Zinc, Lead & Smelting Co., agreed to advance funds to this company. 
He said that Mr. Larson had assumed primary responsibility for the 
negotiations of the Mid-Continent contract, and had approved of this 
arrangement early in the negotiations. 

In the case of W. M. & W., Mr. Young said that he had arranged 
for advances totaling $70,000 to this company prior to entering Gov- 
ernment service. He advised that $34,000 remained unpaid. 

With regard to the claimed sale of equipment by American Zinc, 
Mr. Young advised the committee that his company sold no equipment 
to Mid-Continent. In answer to the contention that American Zinc 
induced Mid-Continent to purchase a 1,200-ton mill while the contract 
contemplated a 400-ton mill, thus increasing mill equipment costs by 
$60,000, Mr. Young explained that Mid-Continent’s concentrating 
equipment provided for a capacity of 400 tons of “feed” a day, and 
that the mining and crushing department provided for a capacity of 
1,200 tons per day. He said the plan was to eliminate barren rock 
between the crushing department and the concentrating plant thereby 
materially reducing milling costs. 

On the statement that American Zinc alone was to smelt 47 percent 
of the total domestic zinc concentrates generated under expansion 
contracts, Mr. Young said that the percentage figure was misleading 
because DMPA tonnage was very small, approximately 123,000 tons of 
concentrates over 3 years, and this amount included the production 
from American Zinc prime contracts of 47,000 tons. 

Mr. Young said that the statement in the GAO report relating to 
a purchase in August 1952 of 1,167 tons of zine by GSA at 114 cents 
over the market price had been construed to mean that GSA pur- 
chased this metal from American Zine and paid that company 114 
cents above the market price. Mr. Young declared that American 
Zine sold no zine to GSA during August 1952. It was explained to 
the committee that American Zinc, as other companies, had a floor- 
price contract with DMPA giving American Zinc the right to “put” to 
the Government at 17.5 cents per pound plus escalation, and when 
the market price fell, American Zinc exercised that right and sold to 
DMPA. GSA then bought the zine for the stockpile at the market 
price from DMPA, not from American Zinc—an interagency agree- 
ment under which DMPA took the loss. 

Regarding the statement in the GAO report that no explanation 
had been found for amending the contract with Mid-Continent pro- 
viding for a Government advance when Government-guaranteed pri- 
vate financing was available, Mr. Young stated that— 
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as the formal release of the First National Bank of St. Paul dated October 1, 
1952, states, the issuance of a 100-percent guaranty of the loan agreement, which 
was a condition precedent to its taking effect, had been refused by the Govern- 
ment. 

In answer to questions concerning the memorandum on Mid-Con- 
tinent and Mr. Clough from Mr. Shacklette, Mr. Young answered that 
he did not remember the details, but said that Mr. Clough was re- 
quested to change his corporate structure so he would have different 
officials. He also said that he was not aware of the situation disclosed 
by the Shacklette memorandum until 5 or 6 months after Mid-Con- 
tinent had been given a letter of intent binding the Government. 

As the testimony of Mr. Young and of others who appeared in his 
behalf conflicted with statements contained in the report of the Gen- 
eral Accounting Office, it was suggested by the committee that repre- 
sentatives of GAO meet with Mr. Young, and that the parties try to 
reconcile their differences on the facts and report back to the com- 
mittee. 

Although it was the original intent of the committee to consider the 
GAO report in executive session, it was decided during the course 
of this second hearing to release the hearings to the public after the 
committee learned that the subject matter of the GAO report had been 
previously released and given considerable publicity. 

At the third hearing held on July 27, 1955, the committee was ad- 
vised that the suggested meetings were held, but that the purpose of 
these meetings was not accomplished. The committee was advised, 
however, that the contention that American Zinc had sold equipment 
to Mid-Continent at an additional cost of approximately $60,000 was 
being withdrawn, and it was also reported that the statement in the 
report relating to the sale of 1,167 tons of American Zinc Co.’s surplus 
had been revised so as to read as follows: 

In August 1952 when the market was 14 cents, GSA contracted with DMPA 
for stockpile 1,167 tons at 15.5 cents per pound. This delivery under the GSA- 
DMPA contract was made by American Zine at 19.57 cents per pound in accord- 
ance with a contract (GS OOP (D)-—12114) between DMPA and American Zine 
entered into September 18, 1952, effective as of November 5, 1951, following a 
letter of commitment dated October 25, 1951, accepted November 5, 1951, giving 
American Zinc the right to “put” to the Government at a floor price of 17.5 cents 
per pound plus escalation. 

Mr. John F. Lane, attorney for Mr. Young, charged that the GAO 
report contained 21 erroneous statements, 12 misleading statements 
and 34 unsupported statements. A list was furnished for the recor 
ts Mr. Lane. As this list set forth only excerpts from the report, 
Mr. Joseph Campbell, Comptroller General, answered that the GAO 
had no basis for Hacunion of these statements since no indication was 
given why the excerpts were considered erroneous or misleading or 
unsupported. Mr. ie ae noted that only 2 items in the list had 
been previously discussed, and 1 of these had been withdrawn and the 
other revised. 

Mr. Campbell told the committee that his staff discussed with Mr. 
Young and his attorney a number of specific points of Mr. Young’s 
testimony before the committee on July 14 which were thought errone- 
ous and required revision. Mr. Campbell further said that aside from 
the severa “ory in the report which Mr. Young and his attorney 
said were subject to amplification and the other points which he and 
his staff felt required revision, there were issues upon which it was 
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attem to get some measure of agreement. Mr. Campbell claimed 
that although it appeared that the equipment was not purchased from 
American Zine by id-Continent, the use of this equipment was in 
the interest of American Zinc since it held an interest in the process 
patent for the process used by the machine. 

On the freight issue, Mr. Campbell referred to the claim that for 
final delivery from the mines to the stockpile in the St. Louis area, 
total freight charges applicable to slab zine produced at American 
Zine’s plant would be slightly lower. Mr. Campbell said that the con- 
clusion that this would result in a saving to the Government does not 
follow, for the necessity for contract provision for delivery in the St. 
Louis area has not been established, since other stockpiles were located 
elsewhere, at least one of which was within a short distance from an 
available smelter. Furthermore, Mr. Campbell said, the cost to the 
Government for slab zine delivered to the stockpile from any smelter 
in the area apparently was the same as for delivery from East St. 
Louis, [1l., inasmuch as the Tri-State smelters are in competition with 
those in the St. Louis area. 

Mr. Campbell concluded by stating that he personally had no reason 
to think that Mr. Young did not believe he was acting in good faith 
and well serving his country. On the other hand, Mr. Campbell said, 
the GAO report does raise the question whether or not sound principles 
of public administration were exercised. 

Mr. Frank H. Weitzell, Assistant Comptroller General, told the 
committee that Mr. Young was not charged with wron _ He 
stated that Mr. Young was in a position inevitably which would em- 
barrass a man who had to pass on contracts for his own industry and 
which were so strong for his own industry. 


NICARO, CUBA, NICKEL OPERATIONS——-HEARING 


In the August 1955 issue of Fortune magazine there appeared an 
article entitled “GSA: Washington’s Most Durable Mess.” This 
article dealt in part with the construction and operation of the Gov- 
ernment-owned nickel plant at Nicaro, Cuba. Defense Production Act 
funds have been expended in connection with both the rehabilitation 
and expansion of this plant. : 

On August 3, 1955, the committee held an open hearing relative to 
the charges in the article concerning the Nicaro plant. ‘Mr. Edmund 
F. Mansure, Administrator, General Services Administration, and 
other GSA officials appeared before the committee. The author of the 
Fortune article was invited to appear, but he declined the invitation. 

In his opening statement, the chairman noted that the article con- 
tained statements to the effect that production at Nicaro has never 
reached the contract level, that efficiency has declined, that there have 
been delays in gat ae out the eepremen. program, and that favorit- 
ism and politics played a part in the selection of an insurance broker- 

firm. 

Mr. Mansure told the committee that the article was entirely ir- 
responsible, that it did not conform to the truth of the operation, and 
that the statements appearing in the article had been picked out of 
context of various things that had been said. He described the article 
as a tirade which had been going on since 1945, He stated that GSA 
had definitely eliminated favoritism and factionalism within the 
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agency. He denied that pressure had been exerted for the selection 
of an individual contractor. ; 

Mr. James H. Pinkley, chairman, Nickel Graphite Committee, GSA, 
advised the committee that the first contract to develop nickel in Cuba 
was entered into by the Government in February 1942. He stated 
that the operation was closed down on March 31, 1947, and reactivated 
as a result of the Korean emergency. Mr. Mansure advised that the 
initial cost was $32,718,000 and the approximate cost per year for 
maintenance during the 3 years and 9 months the plant stood idle was 
$300,000. The committee was informed by Mr. Pinkley that the total 
cost of the plant, including the initial cost, cost of rehabilitation and 
reactivation, and the cost of a sintering plant amounted to $47,011,000. 
Mr. Pinkley further advised that the cost of the Nicaro nickel, includ- 
ing administration and depreciation, was 48 or 49 cents a pound. 

r. Pinkley stated that peak production at Nicaro during World 
War II was around 2434 million pounds a year. Production reached 
2734 million pounds in 1953, oad ay roximately 29,100,000 in 1954. 
Mr. Mansure stated that production after completion of the expansion 
program will be around or over 49 million pounds. 

he committee was advised that the expansion program will cost 
in the neighborhood of $43 million, which will make the total invest- 
ment of the Government in this operation approximately $90 million. 

Mr. Mansure said that he felt that the operation has been success- 
ful, and that the Government used good judgment in trying to develop 
new sources of nickel. It was his opinion that this could be a profit- 
= operation, and that even if it were not, it would still be a good 
risk. 

As to the financial success of the venture, Mr. Max Medley, Comp- 
troller, GSA, informed the committee that as of June 30, 1955, the 
cumulative loss since reactivation was $1,238,879. He stated that the 
last fiseal year was in the black and included in that loss. He explained 
that prior to the beginning of the 1955 fiscal year, sales to the stock- 
pile were based on out-of-pocket expenses and did not include amor- 
tization charges. That policy was changed, so that the current price 
of Nicaro nickel to the stockpile included amortization charges. It 
was his opinion that had that policy been followed from the begin- 
ning, the operation would have shown a profit. 

Mr. Mansure told the committee that all ore then being mined was 
owned by Freeport Sulphur Co., and that since the reactivation in 
1951 Freeport Sulphur Co. was paid royalties totaling $6,010,049. 

Mr. Mansure advised that Freeport Sulphur Co. operated the mine 
for the Government during World War II. When asked why Free- 
port was not given the operation contract in 1951, he replied that Free- 
pers was asked to run the mine, but he understood that company to be 

usy developing sulfur deposits in their own line of business. Mr. 
Pinkley told the committee that he understood Freeport to have been 
interested in the bid of American Smelting & Refining Co. to operate 
the plant. That bid was unsuccessful. 

r. Mansure was asked how Snare-Merritt was awarded a contract 
on this project. He explained that the prime operating contract was 
held by National Lead Co., and that Snare-Merritt’s contract was 
with National Lead. He stated that GSA has veto control on all 
operations, including the i: of contracts, but that the contracts 
were let by National Lead. He said that on the construction pro- 
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gram, National Lead’s position was to recommend and to make the 
selection of the contractors. He stated that National Lead Co, and 
the Government felt that this program called for two strong com- 
panies, and that Frederick Snare Corp., which had worked on the 
original operation, and Merritt, Chapman & Scott were the best quali- 
fied. He stated that these companies formed Snare-Merritt, a joint 
venture. Mr. Mansure admitted that National Lead had originally 
recommended Merritt, Chapman & Scott. He stated that after dis- 
cussing the matter with him, National Lead agreed with his view that 
Frederick Snare Corp. should have a part in the program. 

In answer to the Fortune article’s charge that production had never 
reached the level called for in the manager’s contract, Mr. Pinkley 
told the committee that the contract specification of 31 million pounds 
a year was established prior to the building of Nicaro as the result of 
a pilot-plant operation in Texas. He described the figure as theoreti- 
cal, and stated that those who established that rate could not produce 
more than 2434 million peunds a year in the best year of their opera- 
tion. 

Questioned as to why no cobalt had been produced at Nicaro, Mr. 
Pinkley said that no one has been able to effect an economical process. 
He also said that the contract does not require the production of cobalt, 
but provides an additional fee if it is produced. 

On the charge that efficiency, as measured by unit costs and the rate 
of metal recovery, has latterly declined, Mr. Pinkley stated that cost 
and the rate of recovery are not adequate gages of efficiency. He said 
that the amount produced should be included. He also said that the 
increase in cost of production was due to increases in raw materials 
and royalties. 

As to the statement in the Fortune article that the Nicaro operation 
is probably illegal, Mr. Maxwell H. Elliott, General Counsel, GSA, 
stated that neither the National Industrial Reserve Act nor the De- 
fense Production Act expressly authorizes direct Government. opera- 
tion, but contemplate that Government plants will be operated through 
sale or lease to private enterprise. He further stated that when the 
Nicaro plant was reactivated and rehabilitated, there was no base on 
which anyone could make a lease because the cost and income figures 
were not known. The original agreement for reactivation provided 
for a ae pd trial period of operation so that costs could be deter- 
mined and allow the parties to make a fair lease. In January 1953, the 
contract was amended, extending the operating period for an aggre- 
gate of 5 years. Mr. Elliott said that in May of that year he advised 
Mr. Mansure that it was his opinion the contract as amended went 
beyond the period of trial run and was therefore unauthorized. New 
facts arose, he said, when ODM advised that GSA was about to be 
directed to expand the plant’s capacity by 75 percent. He stated that 
it would not tre Scmble to determine terms on which a lease of the 


expanded plant could be made until after a trial run of the expanded 
plant, and that the original plant could not be leased when the expan- 
sion work was going on. It was his opinion that if GSA declared the 
1953 amendment ultra vires and attempted to oust the contractor, 
there would have resulted court proceedings and a delay in the pro- 
gram. Mr, Elliott advised that Mr. Mansure decided with his full con- 
currence that the practical thing to do was to maintain the status quo 
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of the operating contract until completion of the expansion and a 
shakedown operation. 

In answer to a charge in the article that a contract for cranes did not 
go to the low bidder, Mr. Pinkley stated that bids were asked for on 
4-yard cranes, and that the low bidder referred to in the article bid 
on a 314-yard crane which has less than one-half the digging capacity 
of the crane purchased. He also stated that heavy equipment was 
needed, and the low bidder’s crane would not have stood the rugged 
operation in the area where the mining was being done. 

Another of the charges in the article was that after one-fourth of 
the 2-year contractual time period, only about one-sixteenth of Nicaro’s 
expansion has been done, as measured by payments made. Mr. Pink- 
ley testified that money expended always lags behind progress. The 
Nicaro expansion, he said, was 22 percent completed as of June 30, 
1955. 

Mr. Mansure and Mr. Pinkley were questioned on the placing of 
workmen’s compensation insurance. The committee was told by Mr. 
Pinkley that a standard was prepared for the insurance, setting forth 
the amounts of insurance, the limits of liability and the general in- 
structions to bidders. In Cuba, he stated, workmen’s compensation 
premium rates are fixed by law, and thus there can be no competition 
for the business, however, the insurance company provides hospital 
and medical services. Mr. Pinkley said that since there were no pri- 
vate hospitals adjacent to Nicaro, the insurance company would have 
to make arrangements with the Government’s hospital there. As an 
element of competition, he said bidders were requested to advise what 
vercentage of the premiums they would pay back for the use of this 

ospital and medical services. Five companies submitted bids, with 
the two best bidders both agreeing to pay back 45 percent. Since 
one of these already carried the workmen's compensation policy on the 
operating contract, Mr. Pinkley said the Baca made to the other 
tie bidder. 

The article noted that a firm of Balmer & Moore, “registered in 
Illinois as insurance brokers in May 1954,” was to receive two-thirds 
of the brokerage fee on this policy. Mr. Mansure admitted knowing 
Mr. Balmer politically a number of years since the early thirties. 
He stated, however, that he did not know Mr. Balmer was in the 
insurance business. He further stated that GSA had no dealings with 
the firm of Balmer & Moore. He admitted having referred an Erwin 
Shafer, described in the article as an employee of Balmer & Moore, to 
Mr. Pinkley. He said that he followed standard procedure. He ad- 
vised that callers are given a courteous reception and then referred 
to the individual familiar with the pertinent phase of the operation. 
He recalled that Mr. Shafer returned to his office and “whatever ex- 
pression he used, if he said it looked pretty good, it merely meant he 
was making headway on the progress of the insurance, I said ‘fine’ 
and I walked out of the door. 

At the direction of the chairman, staff studies are continuing with 
respect to the Nicaro nickel operations, including the award of con- 
tracts, and matters related thereto. 
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Srarr ConTRIBUTIONS TO THE WorK OF THE COMMITTEE 


Under the direction of your chairman, the committee staff assists 
the committee in the daily task of conducting studies and compiling 
information on programs being administered under authority of the 
Defense Production Act, including the expenditure of borrowing 
authority funds authorized by the act. There have been numerous 
discussions with officials in the departments and agencies performing 
functions under the act, and with individuals concerned with these 
programs outside of the Government. Recommendations and sug 

tions contained in hearings and reports of the committee are sub- 
ject to continuing review, and also the reports which the committee 
receives in connection with the execution and administration of 
Defense Production Act programs. 

Acting for your committee and under the supervision of your 
chairman, some of the studies are summarized under the following 
headings, to list a few typical examples: 


ALUMINUM SUPPLY 


Increased aluminum consumption in the United States has con- 
tinued, and the supply has not been adequate to meet the demands of 
industry. The Office of Defense Mobilization and Department of 
Commerce have received numerous requests from both aluminum 
producers and consumers to defer quarterly stockpile calls and to 
divert deliveries. Shortages have been reported mainly by consumers 
of secondary aluminum foundries, die-casters, and extruders. 

By the end of the first quarter of 1955, it appeared that the demand 
for aluminum in this country and mata ate. stockpile deliveries for 
the year 1955, would be 300 million pounds in excess of the anticipated 
supply. This was a decided change from the previous year when the 
inventories of producers were accumulating and a decision was made 
by the Office of Defense Mobilization not to proceed with the third- 
round expansion program at that time, with the exception of the 
108 million pounds of annual capacity which had been contracted for 
with the Harvey Machine Co. 

Meetings were held between the Department of Commerce and 
ODM with representatives of the primary aluminum producers on 
January 28 and February 16, 1955, at which time ODM was advised 
that the prime producers expected the sudden increase in orders to 
decline sharply during the last 6 months of the year and anticipated 
no shortage problem after the second quarter. 

By March 7, 1955, in a further meeting with the prime producers it 
had become evident that industry’s previous demand estimate for the 
year was low. After the Department of Commerce reviewed the 
requests from industry and submitted recommendations, the Director 
of the Office of Defense Mobilization, with the advice of the Defense 
Mobilization Board, on March 23, 1955, authorized a reduction in 
scheduled stockpile purchases for the first 6 months of 150 million 
pounds of aluminum. This amount was to be added to subsequent 
calls and delivered by August 31, 1955. This deferred call only par- 
tially met the steadily increasing demand during the second quarter. 
Representatives from the Department of Commerce again met with 
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the primary producers on May 20, 1955, and with the prime-products 
manufacturers on June 1. By this time the total consumer demand 
estimated on the basis of orders placed with the prime producers for 
1955 had increased to nearly 3.8 billion pounds—a demand of more 
than 200 million pounds over the March estimate and 400 million 
pounds over the October 1954 estimate. In other words, on the 
assumption that there would be no changes in the stockpile deliveries, 
the deficit for the year was forecast at about 500 million pounds. On 
June 16, 1955, the Director of ODM announced that the Government 
was deferring until a later date acquisition of 200 million pounds of 
market-price aluminum which was scheduled for the national stock- 
pile in the third quarter of 1955 from the three domestic primary 
producers. In the announcement it was stated that the decision was 
made by the Director of ODM following discussion in the Defense 
Mobilization Board of recommendations contained in a report sub- 
mitted on June 3 by the Secretary of Commerce. The announcement 
pointed out that the report of the Secretary of Commerce stated that 
after discussions with all segments of the aluminum industry, it was 
found that the shortage of aluminum supply was serious and further 
steps had to be taken to avoid further industrial dislocations. This 
made a total of 350 million pounds of aluminum scheduled for the 
stockpile during the first 9 months of 1955 on which the acquisition 
was deferred until a later date. 

On September 13, 1955, the Director of ODM announced that he was 
calling on the three domestic primary aluminum producers for deliv- 
ery of 50 million — of metal during the fourth quarter, and that 
the balance of scheduled deliveries to the national stockpile totaling 
150 million pounds was being deferred until a later date (not specified). 
Of the 50 million nds, he announced that a total of 28 million 
pounds was for delivery to the national stockpile, and 22 million 

unds was to be made available to the United Kingdom during the 

ourth quarter to help alleviate a severe shorta chats: Attention 
was called to the fact that the United Kingdom had made a total of 
130 million pounds of aluminum available to the United States out of 
its Canadian contracts in 1952 and 1953 when a shortage existed in 
this country. 

On November 9, 1955, however, the Director of ODM announced that, 
after consultation with the Defense Mobilization Board and on the 
recommendation of the Secretary of Commerce, and the Interdepart- 
ment Materials = espe Committee, the Government would extend 
until April 30, 1956, the delivery of the 50 million pounds of aluminum 
scheduled for delivery in the fourth quarter of 1955. Atthe same time 
ODM advised that the Government will not issue any calls for alumi- 
num on primary producers during the first half of 1956. On the basis 
of this announcement, a total of 900 million pounds of primary alumi- 
num will have been deferred from delivery to the Government during 
the year 1955 and the first half of 1956 and thus made available for 
industrial use in this country. In making this announcement ODM 
stated that these adjustments were made possible from a defense stand- 
point by expansions of aluminum capacity now under way and planned, 
providing a ter supply of the metal in the event of an emergency 
than originally anticipated and resulting in a reduction of the stock- 
pile objective. 
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The deficit has created some problems in the distribution of the 
available supply, and some nonintegrated users have declared that 
domestic producers are reserving a disproportionate share of the 
primary metal for their own fabricating facilities. Market-guarantee 
contracts between the Government and producers contain a provision 
which has been interpreted to provide that, subject to such priorities 
in delivery as may be required pursuant to law (military set-asides) , 
two-thirds of the production less stockpile calls must be made avail- 
able to nonintegrated users. It has been pointed out by the non- 
integrated users that the extent to which stockpile calls may contribute 
to a shortage is borne by the nonintegrated users with virtually no 
equivalent hardship on the three primary producers. 

When the decision was made in mid 1954 not to proceed at that time 
with the completion of the third-round aluminum expansion program 
a surplus existed in the aluminum market, and it appeared that surplus 
aluminum would be available, annually from the market surplus. 
However, there was an unusually high rate of industrial activity and 
it was difficult to acquire the desired quantities of aluminum for the 
stockpile during 1955. Defense Production Act funds were used for 
the first and second rounds of aluminum expansion for the primary 
purpose of making available materials and productive capacity to 
meet the defense needs of the Nation whether for immediate use or for 
stockpiling. 

With the completion of the new primary aluminum plant of 120 
million pounds of annual capacity ie the Anaconda Copper Co. in 


August 1955, the first and second round of expansion programs were 


achieved. Under these two programs the total annual production was 
increased from an annual rate of 1.7 billion pounds in January 1951 
to the present current rate of 3.1 billion pounds of annual capacity. 

Early in June 1955, the Director of the Office of Defense Mobiliza- 
tion directed that a thorough review be undertaken of the entire 
ae Re prospects for aluminum over the next few years, 
including military requirements and stockpile goals, in order to deter- 
mine whether the Government should consider reopening the third 
round of expansion. After this problem was considered in several 
meetings of the Defense Mobilization Board, the Director of the 
Office of Defense Mobilization officially announced on September 22, 
1955, that the Government would not undertake any further expansion 
of primary aluminum at that time. This decision was wie on the 
determination that the anticipated supply was adequate to meet any 
foreseeable requirements in the event of a defense emergency. 

During the consideration of the third-round expansion program 
there were developments affecting the anticipated future supply of 
aluminum. Three primary producers announced plans for substantial 
production increases. The increases are to be accomplished in part 
through the expansion of existing facilities and in part by the addi- 
tion of new primary aluminum plants, totaling approximately 725 
million siete 8 of added capacity. Of this total, it is anticipated that 
approximately 233 million pounds of added capacity will be in opera- 
tion during 1956. 

For example, Alcoa has scheduled an expansion to three existin 
facilities which is expected to increase production 150 million pounds 
by the middle of 1956, with an additional 112 million pounds in full 
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production in late 1958, These expansions are to be financed privately 
without tax-amortization certificates or Government-supply contracts. 

Reynolds Aluminum Co. has announced plans to expand two exist- 
ing facilities by 1956, to provide another 70 million pounds of Apr, 
In addition, the company is considering constructing a new plant of 
200 million pounds of annual capacity. These projects are to be 
privately financed. Reynolds Aluminum Co. had pending with ODM 
five applications for tax amortization for aluminum-expansion proj- 
ects including the above programs involving a total capital investment 
of $181.5 million when the aluminum-expansion goal was closed on 
September 22, 1955, 

The Kaiser Aluminum Co. has plans for increasing production of 
existing facilities at two plants by 12.6 million pounds during 1956. 
The company also has announced a new proposed plant of 440 million 
pounds of annual capacity. Some of these projects amounting to an 
investment, of $104.3 million, were included in the four tax applica- 
tions which were pending when the expansion goal was closed. 

Four additional companies have proposed plans to enter into the 
production of primary aluminum, with new facility projects totaling 
480 million pounds of annual capacity. (Harvey Machine Co., Inc., 
Olin-Mathieson Chemical Corp., St. Joseph Lead-Pittsburgh Consoli- 
dated Coal Co., and Revere Copper & Brass, Inc.) Should the newly 
proposed capacity of these 4 companies materialize, when added to the 
proposed increased production of the 3 prime producers mentioned 
previously there would be additional production of approximately 1.5 
billion pounds annual capacity. This increased capacity would exceed 
by approximately 200 million pounds the 1.3 billion pounds of pri- 
mary capacity which was added to the national supply ty the Govern- 
ment-sponsored first- and second-round expansions from the years 
1951-55. 

The Harvey Machine Co., Inc., received a tax amortization certificate 
in December 1952, and on January 27, 1953, entered into a power 
sales contract with the Bonneville Power Administration. Subse- 
quently, ODM certified to DMPA the necessity for entering into a 
supply contract with Harvey Machine Co., Inc., and on May 15, 1953, 

iSA issued its letter of intent covering 270,000 short tons of primary 
aluminum pig at the rate of 54,000 tons annually. Thereafter, the 
company commenced work on the site but this was suspended after the 
Congress did not allot funds for power facilities to serve the plant. 
The power sales contract was modified in recognition of the delays 
in securing appropriations for construction of the Bonneville facili- 
ties. There was no request for appropriation for these power facilities 
in the Federal budget submitted to the Congress in January 1954. 
In March 1954, Harvey Machine Co., Inc., wrote ODM stating that 
it would be financially unwise to continue construction without posi- 
tive assurance of power availability, but offered, if the Government 
guaranteed such assurance, “to resume construction forthwith.” On 
April 21, 1955, the company wrote the Department of the Interior, 
ODM, and GSA alleging damages to it in excess of $70 million, aver- 
ring the Government failed to honor its contractual commitments. On 
June 8, 1955, the attorney for the company stated that Harvey Ma- 
chine Co., Ine., would waive its claims for damages if the Government 
would provide power facilities and assure that power would be avail- 
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able when the aluminum plant was re eS and give financial 
assistance to the minimum extent necessary for the prem 60d to p 
through loans or repayable advances. The principles of this proposal 
were accepted by the Government, and on September 20, 1955, an 
agreement was announced whereby the Government and Harvey Ma- 
chine Co., Inc., executed a power contract and a market-guaranty 
eee The company now expects to complete the new plant during 
1957. 

With the exception of the Harvey Aluminum Co., the application 
of the Olin-Mathieson Co. for tax amortization was the only 1 from 
the 4 new companies that was found to be eligible for certification and 
authorized by ODM. 

The scarcity of aluminum scrap has presented a real problem to 
foundries, diecasters, and smelters who use scrap as a raw material. 
The demand this year has been approximately 100 million pounds in 
excess of the supply. The tight market has caused secondary metal 
prices to rise as high as 31 cents per pound, approximately 50 percent 
greater than the market price for primary metal. Foundries and die- 
casters have necessarily tried to obtain the lower cost primary metal, 
thus increasing the demand placed on the available primary supply. 

From the middle of 1953 the export of aluminum scrap was not 
limited as to quantity until after ODM determined it to be necessary 
on March 23, 1955, to divert 150 million pounds of primary metal 
from delivery to the stockpile to industry. The limitations then 
imposed held allowable exports for the second quarter at 9,000 tons, 
Serap exports were limited to 5,000 tons for the third quarter, and 
further restricted to 4,000 tons for the fourth quarter. 

According to a recent study by the Department of Commerce, the 
domestic consumption of aluminum has increased at an average annual 
rate of 11.6 percent for the period 1900-1954. In view of the in- 
creasing needs for aluminum for both defense and nondefense pur- 
poses, your committee will follow closely the developments in the 
months ahead on the expansion programs and the availability of 
aluminum for meeting stockpile objectives. 


COPPER SUPPLY 


The available supply of copper for domestic consumption has been 
short during the past year. In order to relieve the shortages that 
have prevailed and to assure that essential defense programs would 
not be interrupted due to an inadequate supply, most of the copper 
scheduled for delivery to the Government under the National Stock- 
piling Act and the Defense Production Act during the period has been 
diverted to industrial users. 

For the 12 months ending September 30, 1955, the Office of Defense 
Mobilization, acting upon the recommendations of the Department 
of Commerce and the advice of the Defense Mobilization Board, has 
authorized the diversion of over 74,000 tons of Government-owned or 
contracted copper for commercial use. 

Of the 74,000 tons of copper made available to industry, 31,000 
tons were diverted from deliveries scheduled to the national stock- 
pile; 8,000 tons from deliveries scheduled for the Defense Production 
Act inventory ; and 35,000 tons represented sales of copper which had 
accumulated in the Defense Production Act inventory. The copper 
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which had accumulated in the DPA inventory was sold at market 
rice plus handling and transportation charges. No copper was with- 
cia from the national ile. 

The copper expansion program of the Government under the De- 
fense Probation Act was designed primarily to provide an adequate 
supply for defense industries and to meet mobilization requirements. 
To encourage the needed expansion, the Government entered into dif- 
ferent types of contracts with producers during the years 1951-53. 
Many of these were floor price purchase contracts and since the pre- 
vailing market price is substantially higher, this copper is being sold 
directly to industry by the producers. Under these contracts the 
Government has the right to call for the delivery of any part or all 
of the total production at market prices. Should the price of copper 
fall substantially, or the commercial market fail to absorb the total 
production, the producers have the option of selling about 1,300,000 
tons to the Government atin 1962 at guaranteed floor prices. This 
program has contributed greatly to the total productive capacity avail- 
able in the United States. In 1954, new production from domestic 
expanded projects provided about 80,000 tons of new copper produc- 
tion. It is estimated that these projects will produce 210,000 tons of 
new copper production in 1955; 225,000 tons in 1956; 280,000 tons in 
1957 ; 310,000 tons in 1958; and 315,000 tons in 1959. 

Up to the present time the only copper procured for the national 
stockpile and DPA inventories has been under firm contracts either 
at fixed prices ees or without escalation for cost changes) or at 
market prices. The quantity of copper committed to the Government 
under these contracts has dwindled rapidly this year as contracts have 
expired. Consequently, ible diversions of Government-scheduled 
copper in the future are limited. 

isions with respect to diversions have been made after the De- 
partment of Commerce has determined the supply-demand situation 
and the facts have been reviewed by ODM and the Defense Mobiliza- 
tion Board. Generally the diversion has been on a quarterly basis 
with the shipments to the Government merely being deferred until 
a later date at the original contract price plus escalation which has 
been less than the Prat price since Petcesty 1955 on all fixed price 
contracts. The deferred delivery date has usually been set from 6 
months to a year ahead in order to permit producers to meet industry 
needs and gradually accumulate stocks while meeting other scheduled 
deliveries to both Government and industrial users. Due to the con- 
tinuing shortages of copper the ODM has permitted extensions of the 
original restoration dates for these deferred deliveries. 
is policy was not followed with respect to approximately 2,000 
tons of copper which 3 producers were under contract to deliver to 
the DPA inventory during the April-May period of 1955 at prices 
ranging from about 29 cents to 32 cents per pound (including escala- 
tion in 1 contract), which was below the market price of 36 cents per 
pound at that time. Instead of deferring shipments to the Govern- 
ment, ODM authorized the General Services Administration to permit 
the companies to cancel the shipments scheduled for the period. This 
enabled the three producers to sell this copper in the open market at 
a higher price than the Government would have been obligated to 
pay. These cancellations resulted in windfalls to the three companies 
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which, on the basis of the market price at the time, are estimated at 
approximately $231,000. 

n view of the stockpile position with respect to copper, the then 
strong price trend in the copper market, and the then high level of 
business activity, a careful analysis of these contracts by the committee 
staff indicated that a deferral of delivery rather than an outright 
cancellation would have been to the best interests of the Government. 
Thereafter, the Director of the Office of Defense Mobilization wrote 
the Assistant Administrator of the General Services Administration 
on May 27, 1955, that in authorizing the cancellation of these deliveries, 
ODM had failed to give adequate consideration to the effect of such 
releases upon the suppliers’ profits. He added: 

I feel that the authorization to cancel was a mistake and that the deferment 
of the deliveries would have been preferable. Further authorizations for simi- 
lar releases are being put in terms of deferment. 

When the present shortage started in mid-1954, inventories of 
fabricators were generally low primarily in anticipation of a price 
decline and the production of some mines had been materially reduced. 
By August 1954, strikes began to occur in both United States and 
Chilean mines, and during August and September the actual produc- 
tion was approximately 71,000 tons less than had been anticipated. 
In the fourth quarter of 1954, ODM sold 19,000 tons of copper to in- 
dustry from the DPA inventory and diverted another 22,300 tons 
scheduled for stockpile delivery. During this period increased de- 
mands for copper products resulted from a high level of activities in 
both the industrial and commercial fields. There were also growing 
demands for copper products in Western Europe. Starting in Janu- 
ary 1955 and extending for 2 months, production in the 4 largest pro- 
ducing Rhodesian copper mines was reduced a reported 50,000 tons 
because of labor problems. There was a threatened dock strike in 
Chile in January 1955. Increased tonnages of copper went to the 
European markets from January to April 1955, and the market price 
for copper on the London Metal Exchange reached 45 cents per pound 
early in January 1955. 

The United States has generally received about 50 percent of the 
total Chilean copper mined annually, but late in January it was re- 
ported that the Chilean Government planned to divert SBP RE from 
the United States to England to take advantage of the higher prices. 
By August 1955, approximately two-thirds of the Chilean copper was 
going to the European market. 

In an effort to obtain more of the much-needed Chilean copper, the 
domestic price was increased from 30 cents per pound to 35 cents per 
pound in late February 1955. The higher price had little apparent 
effect in improving the United States supply from foreign sources, 
and the price was increased to 36 cents per pound in March 1955. These 
increases did not narrow the disparity in prices between the United 
States and European copper markets, and the London prices reached 
levels which were from 8 to 11 cents above the United States prices. 

Domestic Jabor disputes started to affect production in May 1955. 
By early July, 2 of the largest United States producers and 12 plants 
of a third producer were closed by strikes. Industry resumed full 
operations in mid-August but production had been adversely affected 
to the extent of about 85,000 tons. The production curtailment oc- 
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curred at a time when there was a steady United States consumer 
demand for copper, which has increased about 25 percent over a year 
ago. 

Some American fabricators were reportedly paying prices as high 
as 52 cents per pound for foreign copper. Domestic scrap copper was 
reported to be selling at a record high of 38 to 40 cents per pound. 
Some manufacturers of copper products were faced with closing their 
plants or operating on a curtailed workweek. By August 24, 1955, 
the industry price was increased from 36 to 40 cents per pound, and 
the industry price was further increased to 43 cents per pound by 
September 1, 1955. By September 12, 1955, 2 custom smelters an- 
nounced a further increase to 50 cents per pound. 

Under the international system of seeurity export controls, free- 
world countries generally had banned shipments to the Soviet. bloc 
of Seren all forms of copper. Since August 1954, it has been 
permissible for these countries (other than the United States) to ship 
certain forms of copper wire to bloc destinations, and there had been 
such shipments. Our Government is presently reviewing this situa- 
tion with governments which participate in the multilateral strategic 
export-control program. 

Available evidence indicates that. the Soviet bloc has sought supplies 
of copper from the West even through illegal channels, Reports con- 
cerning such trade are being reviewed by the appropriate United 
States Government agencies. The Department of Commerce believes 
that new enforcement measures recently instituted by the cooperating 
free world governments will reduce sharply the volume of illegal trade 
incopper. The United States Government has not licensed shipments 
of copper in any form to the Soviet, bloc, directly or indirectly. The 
Department of Commerce reports that the United States Government 
has exerted special efforts to assure that exports of United States 
copper licensed to friendly countries are not diverted to Communist 
destinations; that this has been accomplished through the use of 
tracers on export shipments as well as continuing investigations 
through the United States Foreign Service; and that up to the present 
time, it is reported that. there has been no evidence of the diversion of 
transshipment of United States copper. 

During the period July 1953 to October 1954, there were no limita- 
tions on the export of copper in any form from the United States to 
countries in the free world. As a result of the tightened supply sit- 
uation in the United States controls were reimposed on October: 19, 
1954, on the export of refined copper and copper-base scrap. On Feb- 
ruary 5, 1955, the Department of Commerce banned all exports of 
refined copper produced from domestic ores and set a limit of 6,000 
tons on the export of unalloyed copper scrap and 6,000 tons (copper 
content) on copper-base alloy) serap for the 2-month period of 
February and March. This action, however, left the United States 
exports of refined copper of foreign origin uncontrolled. The Depart- 
ment of Commerce explained that this was being done to avoid the pos- 
sibility of foreign producers curtailing shipments to this country which 
might occur if metal could not be returned to them in the form of 
refined copper. 

For the second quarter the ban on the export of refined copper of 
domestic origin was continued and the limitations on copper scrap 
was further tightened. On February 25 the quota for unalloyed cop- 
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per scrap was established at 5,000 short tons and 7,000 short tons 
(copper content) of copper-base alloy scrap; on April 6, copper-base 
alloy ingot was added to the list with a quota of 1,000 short tons for 
the balance of the quarter; on April 27, refined copper produced from 
Canadian-origin scrap was placed under control; and on May 9, a 
supplemental quota of 3,000 short tons (copper content) of copper- 
base alloy scrap was approved for Western raga | with the pro- 
viso that it was not to be shipped until after July 1, 1955. No restric- 
tions were im on the export of refined copper of foreign origin. 

Early in the third quarter the representative departments and 
agencies participating on the Advisory Committee on Export Policy 
established by the Secretary of Commerce unanimously recommended 
that, in the face of the dire United States shortage of copper, a tem- 
porary ceiling should be placed over exports of copper refined from 
raw materials of foreign origin. On July 26 export quotas for the 
third quarter 1955 were established as follows: 54,000 short tons of 
refined copper of foreign origin; 2,750 short tons of unalloyed copper 
scrap; 5,500 short tons (copper content) of copper-base alloy scrap; 
and 550 short tons of copper-base alloy ingots. 

At the end of the third quarter the Advisory Committee on Export 
Policy unanimously recommended to the Secretary of Commerce that 
the temporary ceiling over exports of refined copper of foreign origin 
be removed, effective with the beginning of the fourth quarter. is 
action was taken on October 6, 1955. Controls on the export of domes- 
tic refined copper and copper scrap were continued during the quarter. 

In order to avoid interrupting essential defense programs as a 
result of July-August copper strikes, the Office of Defense Mobiliza- 
tion, on August 4, 1955, authorized the sale of up to 5,750 tons of 
copper, held in DPA inventory, to certified fabricators producing the 
more essential military items. On August 27, 1955, this authorization 
was extended to include fabricators producing mill products for 
rehabilitation of the badly damaged flood areas in the northeastern 
section of the country. On September 14, 1955, the Office of Defense 
Mobilization approved the diversion of the total amount of copper 
scheduled for the national stockpile and DPA inventory in the last 
quarter of 1955. This represents approximately 11,000 tons. 


NICKEL SUPPLY 


On October 5, 1953, the Director of the Office of Defense Mobiliza- 
tion approved the decontrol of nickel in the civilian economy, and 
asked that the Secretary of Commerce take the necessary steps to 
eliminate the controls at the earliest practicable date. The decontrol 
of nickel became effective on November 1, 1953. In announcing the 
decontrol of nickel, the Director of ODM stated that the supply of 
nickel for the civilian economy was not expected to meet total demand 
for many months; that arrangements had been made which will assure 
that requirements of the military and the Atomic Energy Commission 
will be fully met; and that ODM, in agreement with affected agencies, 
had decided upon a program of regular nickel purchases which would 
meet stockpile requirements, and that ee would be adhered 
to even —— it may be necessary to e slight reductions in the 
present availability to the civilian economy. At the same time he 
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expressed the belief that reductions in military requirements and 
increases in supply would atest make this unnecessary. 

Late in 1954, it was apparent that the s ipPly of nickel was not 
adequate to permit the maintenance of a rigid stockpile schedule and 
at the same time continue operation of the nickel-consuming industries 
at a level which would assure quick transition to the military items 
in case of an emergency. 

In the summer of 1954, the Department of Commerce undertook a 
review of nickel and the preparation of appropriate recommendations 
to ODM. Meetings were held with various segments of the nickel 
industries, including suppliers and consumers, to obtain basic infor- 
mation concerning the distribution and consumption of nickel for 
both defense and civilian purposes. 

As a result of this study, the Department of Commerce issued a 
report in November 1954, and concluded that the Nation’s mobiliza- 
tion base insofar as nickel industries were concerned was being main- 
tained at a low level as a result of nickel supplies available to industry. 
The Department of Commerce recommended in the report that nickel 
requirements for defense purposes should be met in full; that indus- 
try should be assured a total supply of nickel of not less than 200 mil- 
lion pounds for 1955 including defense requirements; that should 
industry not consume nickel at the 200 million pounds level, the excess 
should accrue to the stockpile; and that the stockpile acquisition sched- 
ule for 1955 should be modified downward slightly but in no case 
should it be less than the 1954 rate in the interests of maintaining the 
mobilization base and in permitting some growth in the nickel-con- 
suming industries. The report of the Department of Commerce 
stated that the date of completion of the stockpile would not be seri- 
ously affected by the proposed revision. 

Nickel ranks fifth in total transactions consummated among 
DPA expansion programs. The report on the borrowing authority 
submitted to the Congress by the Office of Defense Mobilization for 
the period ending June 30, 1955, sets forth gross transactions con- 
summated of over $677 million for the nickel program, with a prob- 
able ultimate net cost of $156 million. The nickel program covers 
approximately 650 million pounds of nickel, excluding the Govern- 
ment-owned Nicaro, Cuba, project. Of the 650 million pounds, 379 
million pounds are under contracts at premium prices. Daring the 
fiscal year of 1955, the Nicaro expansion has been producing at a rate 
of 29 million pounds of nickel oxide at an See cost, according 
to GSA, of between 48 and 49 cents per pound, including administra- 
tive and depreciation costs. This compares with a world market price 
of from 55 to 6034 cents per pound for nickel oxide. 

The official owner of the plant at Nicaro, Cuba, is the Cuban Nickel 
Cg a wholly owned United States Government corporation organ- 
ized under Cuban laws. This plant was constructed early in World 


War II at a cost of $32.5 million and produced 63.5 million pounds 
of nickel during its operation from December 31, 1943, throu h' March 
31, 1947, at which time it was shut down as a surplus war plant until 
shortly after the beginning of the Korean war. The rehabilitation 
of the facilities required slightly more than a year and involved a 
cost of over $13 million. Since the renewal of production in Jan- 


uary 1952, the Nicaro operation has delivered for United States mili- 
tary and civilian purposes over 87 million pounds through June 1955. 
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This nickel is in the form of powdered oxide and sinter oxide, and its 
use is applicable primarily for stainless and alloy-steel production and 
to a limited extent for certain chemical processes. This plant is con- 
tinuing research and development work on the more useful form of 
nickel pig. 

As Fossiti’ in the commitee’s fourth annual report, ODM early 
last year authorized that the productive facilities at Nicaro be ex- 
panded another 75 percent. to meet the defense needs. This involves 
another $43 million expenditure and brings the total Government in- 
vestment in Nicaro to approximately $90 million. The new facili- 
ties are scheduled to be in full operation by late 1956. At that time 
the total productive capacity at Nicaro is expected to reach 49 million 
pounds annually—second in size only to the International Nickel Co. 
of Canada. 

In addition to Nicaro, our Government has realized appreciable 
gains from other Government-sponsored nickel expansions that have 
come into production both in Canada and the United States within 
the past 2 years. These new production facilities have added over 
60 million pounds annually to this country’s total supply during 1954 
and 1955. In this 2-year period the production in all the free-world 
countries has increased 68 million pounds per year, indicating that 
over 85 percent of the free world’s new aa production since the be- 
ginning of 1954 has been the result of our defense expansion pro- 
grams. This year it is estimated that the total free world supply of 
nickel will reach 400 million pounds with between 290 to 300 million 
pounds representing the United States share. Additional expansions, 
primarily of existing facilities, should add another 10 percent to the 
United States total in 1956 with an additional 15 percent in 1957. 

This does not mean that the nickel shortage will be alleviated within 
the next few months. In fact, indications are that if the present up- 
ward trend in business activities is maintained, there will be a serious 
supply—demand imbalance of nickel for some time to come. More- 
over, the increasing demands for stainless steel, electroplating, high 
and low temperature alloys, catalysts and other industrial uses, have 
made it necessary to divert nickel scheduled for shipment to the Gov- 
ernment. 

From February through June this year, ODM, upon requests from 
the Department of Commerce and the advice of the Defense Mobili- 
zation Board, authorized the diversion of 7 million pounds of nickel 
scheduled for delivery to the national stockpile and DPA inventory. 
-n se was done to maintain the nickel supply to industry at the 1954 
evel. 

During the third quarter ODM, again in response to the recommen- 
dations of the Secretary of Commerce and the advice of the Defense 
Mobilization Board, diverted a total of 6.25 million pounds for the 
July to September period. On September 28, 1955, ODM authorized 
another diversion of 2.5 million pounds to industry for the month of 
October, and 2 weeks later, on October 13, authorized the diversion of 
3 million pounds of nickel from scheduled shipments to the Govern- 
ment for November and a similar amount for December 1955—increas- 
ing the total quantity released to industry during the year to 21.8 
million pounds. 
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In order to determine the reason for an apparent discrepancy be- 
tween defense orders actually placed for nickel and the original 
defense estimates, ODM requested that a thorough examination be 
made at the principal suppliers. A task force consisting of representa- 
tives from the Department of Commerce, the Department of Defense, 
and ODM, conducted the study, concentrating primarily on the air- 
craft program which represented the principal source of difference. 
The study revealed little evidence of the misuse of defense ratings by 
the consuming industries to acquire nickel. The major explanation 
for the variance appeared to be in the understatement of require- 
ments by the Department of Defense. It was found that factors for 
estimating nickel in stainless steel, in armor plate, and for mill loss 
in fabrication should be raised and that insufficient provision had been 
made for spares and advance procurement in the original defense esti- 
mates. In view of these discrepancies, ODM plans to review the 
present estimated defense requirements for full mobilization and 
nickel stockpile objectives. 

Due to the number of customer complaints claiming severe cutbacks 
on deliveries of primary nickel, the Secretary of Commerce was re- 
quested by ODM to study and report on whether the prime producers 
were distributing the available supply on a basis fair to various size 
customers in all segments of the industry: 

From the field audits conducted at the two largest producers, repre- 
sentatives of the Department of Commerce found that, with one major 
exception, the distribution was being made on a fair and equitable 
basis. In the case of the one exception, it was reported that satis- 
factory arrangements were made with the interested parties to correct 
the problem. Asa result of this investigation the principal producers 
have voluntarily offered to permit the Department of Commerce to 
review their order and delivery records each month and suggest ways 
to effect a more equitable distribution during the shortage period. 

A similar investigation has been undertaken with respect to distri- 
bution practices of the plating suppliers. Many hardship cases and 
alleged claims of unfair treatment have come to the attention of Con- 
gressmen and Government officials from all sections of the country. 
Due to the number of plating suppliers, it is far more difficult to check 
for order duplications, on the part of their customers. 

Because of the exceptionally high rate of industrial production 
prevailing in the first 3 quarters of 1955, and the demand for nickel- 
bearing persone consumers have purchased premium price nickel, 
principally from Japan and French sources, at prices reported as high 
as $2 a pound, as compared with the current market price of 6414 cents 
per pound. Normally the stainless-steel industry looks to nickel- 
contained scrap for a major source of its supply of nickel. Prices as 
high as $2 a pound are currently reported for nickel contained in high- 
quality scrap. These are further reasons which have been advanced 
for making diversion of our strategic nickel. 

The export of primary nickel in any form has been completely 
banned since early 1951. The same is true of nickel scrap. In the 
ease of nickel-contained scrap, export restrictions were imposed again 
in the second quarter 1955 after being open ended in mid-1954. Under 
the present restrictions, however, no nickel-contained scrap can be ex- 
ported unless an affidavit is submitted indicating that normal United 
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States users have rejected the scrap for either technical or economic 
reasons. 

In view of the supply-demand imbalance that is currently forecast 
for months to come, and the strategic need for meeting stockpile objec- 
tives, your committee continues to urge that ODM and other Govern- 
ment agencies exert every effort to expedite the Nicaro expansion, 
increase the productive capacity of all other sources of supply avail- 
able to the United States, and to make acquisitions of nickel at an 
aggressive rate for delivery to the stockpile until our defense position 
with respect to nickel is substantially improved. 


ADMINISTRATION OF THE DPA Borrow1ne Avutuoriry Funp 


The Defense Production Act authorizes the President to grant 
financial incentives to encourage the expansion of productive oapaenea 
and supply required for the defense effort. Section 302 of the act 
sets forth the authority for the granting of direct loans or the guar- 
anty of loans to private business for the anaes of productive 
capacity and supply of essential materials, including the exploration, 
development, and mining of strategic materials. Section 303 author- 
izes special contractual commitments to purchase defense materials 
for Government use or resale, including incentives such as subsidies, 
installation of equipment, expansion of facilities, and the development 
and mining of minerals in carrying out the objectives of the act. 
Under section 304 of the act, Congress provided a borrowing authority 
fund of $2.1 billion to be used for the purposes set forth in sections 
302 and 303. 

Under section 712 of the act, it is the function of this committee to 
make a continuous study of these programs and to review the progress 
achieved in the execution and administration thereof. The Director 
of the Office of Defense Mobilization has responsibility for directing 
and coordinating the activities of various departments and agencies 
which are engaged in administering these programs. In this con- 
nection, the Director of the Office of Defense Mobilization has been 
requested to outline his interpretation of the act as it relates to the 
utilization of borrowing authority funds. He stated as follows: 

We are at the point where it should be made very clear that the Congress in 
providing for this extraordinary delegation of authority to the executive branch, 
intended that the funds should be utilized strictly for defense purposes. I feel 
that if at any time we should cross the line and begin to use these funds for 
nondefense purposes it would put this extraordinary, and at the same time 
extremely useful, delegation of authority in jeopardy. If the funds are used 
for other than defense purposes, the Appropriations Committees of the Congress 
will have a very legitimate basis for complaint as will the Joint Committee on 
Defense Production. I believe that these complaints might very well lead to the 
withdrawal of the authority by the Congress. Then if we are faced with a new 
defense need it may not be possible for us to proceed as rapidly and as effectively 
as the interests of national security required. 

Borrowing authority funds (under the Defense Production Act) 
have been made available in those cases where the incentive of tax 
amortization alone was not sufficient inducement for industry to meet 
the defense needs through private investment. Borrowing authority 
funds and tax amortization incentives have been the main tools for 
eliminating deficiencies in the mobilization base program. These defi- 
ciencies have been expressed in terms of open ee goals. Since 
the inception of the program in 1951, 226 goals have been established 
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to make up these deficiencies in the mobilization base. As of Septem- 
ber 29, 1955, only 33 of these goals remained in force, and 1 was sus- 
pended ding further review. The expansion programs have been 
achieved in more than 150 of the 192 closed goals. Some of the goals 
have been closed because of a downward revision in requirements. In 
a few cases the incentives have not been sufficient to result in any appre- 
ciable progress in reaching the goals. 

From the start of the Korean Sedceen buildup to June 30, 1955, over 
20,000 applications representing an investment of approximately $32 
billion for defense projects have been certified for tax amortization by 
ODM. Of this total, an average of 60 percent has been subject to the 
accelerated depreciation—only a minor portion of the facilities expan- 
sion during this period has si direct Government expenditures 
——— with the World War II period when more than 70 percent of 
the defense expansions required Government funds. 

As of June 30, 1955, $1.7 billion of the borrowing authority funds 
had been allocated by ODM for expansion programs. Sixty-two such 
programs have been undertaken since 1951. These consist of 25 ex- 
ploration and development programs administered by DMEA, 28 
supply programs administered by GSA, and 9 agricultural programs 
administered by the Department of Agriculture. Strategic and criti- 
cal minerals and metals and certain machine-tool programs are the two 
major fields for which borrowing authority funds have been used. 

n order to carry out all of the expansion programs, ODM has allo- 
cated the $2.1 billion of borrowing authority funds as follows: 


Allocated for activities authorized under sec. 302: 























eenern yy: UPON os ea ea ele $286, 000, 000 
TRO EINE TRO aes tii cen ee inn cine 50, 000, 000 
a cnhanmmnarmpeanndiaaeniing 336, 000, 000 
Allocated for activities authorized under sec. 303 : 
General Services Administration.._........--...-.--------- 1, 250, 000, 000 
I Te is oi nein ecss hcticcdein ts Salgentictindp a esneemecioactnegcle 1, 600, 000 
Deoartment of Agriculture... 22. en nn uuk se 64, 400, 000 
be RTI Tee SP AOD NAD ERE 28, 000, 000 
pi | SANA Era Me Proremnd, eae ah belies Se ee a cee ea 1, 344, 000, 000 
i | SIERO ee RO OC ES SEE TEETER AT 1, 680, 000, 000 
TET re a ae oe icine 420, 000, 000 
Total congressional authorization___.._.__.....__.____--_-._ 2, 100, 000, 000 


Under operation of the borrowing authority, material programs 
involving total gross transactions estimated at $8.3 billion with a prob- 
able ultimate net cost to the Government of $951 million have been 
certified by ODM. As of June 30, 1955, gross transactions estimated 
at $7.7 billion have been consummated by the delegate agencies, with 
an estimated net loss of $841 million. Over 60 percent of this esti- 
mated loss is reported to be in four mineral programs. These are 
one estimated at $190 million; nickel, $156 million; manganese, 
$1 million ; and titanium, $83 million. In order to provide adequate 
working capital to carry the DPA inventories generated by the expan- 
sion programs, ODM has certified the sum of $355 million for this 
purpose. 
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Included in the above gross transactions are direct defense loans 
totaling $381 million which have been made by the Secretary of. the 
Treasury (and the former Reconstruction Finance Corporation) and 
the Export-Import Bank, both domestically and abroad, for facilities 
expansions and working capital. Of this amount, $64 million has 
been repaid and is available for such use as may be authorized by 
ODM. 

The borrowing authority fund has contributed greatly to our na- 
tional defense program. During the Korean emergency it aided sub- 
stantially in bringing many new mineral deposits into production 
through exploration and development contracts.. Nearly $7 billion of 
the total gross transactions to date have involved purchase supply 
contracts, many of which provided such incentive features as guaran- 
teed markets, floor prices, optional deliveries, and premium prices for 
marginal producers to encourage increases in productive capacity. 

Some indication of the extent to which the borrowing authority, 
under the Defense Production Act, has been used to increase our Na- 
tion’s supply of critical materials is evidenced in the five major ex- 
pansion programs: aluminum, copper, nickel, titanium, and machine 
tools. To date, these programs have involved nearly $4.8 billion in 
Government expansions and purchase commitments with an estimated 
net loss to the Government of about $319 million. With the aid of 
these programs, the 1955 United States supply of aluminum has vir- 
tually doubled since 1951 to over 1.5 million tons annually; domestic 
copper has increased by 160,000 tons; nickel has increased by about 100 
million pounds; titanium has increased from 500 tons to about 8,000 
tons; and over 87,000 new tools have been made available for purchase 


by defense contractors. Further increase in supply of these metals 
will be available as additional expansions come into operation. 

Some indication as to the purchases, sales, and inventories on hand, 
at cost and current market value, as of June 30, 1955, for the 25 min- 
erals and metals under borrowing authority programs, is shown in the 
following table: 
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MINERALS AND METALS 
Losses in DPA funds of GSA, December 1950 through June 30, 1955 
June 30, 
June 30, Loss . 
Commodities Sales | Purchases We A i 
m,and} (profit) inventory 
inventory nm at market 
Aluminum (pig) -. . |$175, 816,945) $190, 007, 830) $13, 434, 026 $509, 455) $1, 266,314 | $13, 559, 000 
Aluminum sabsidy 
POOEE 3.1 15.0. oo ncn lewneche ein calnenthneneseenalnnewostncd bhenea tented 19, 209, 703 |.-...-..-.-. 
Aluminum sheet... __.___- 4, 682, 426 1 66, 117 42, 860 77,473 207, 000 
Asbestos __ 1,314,850} 1,314, 850 41, 577 41, 577 851, 000 
Beryllium ore. 149, 047 518, 091 335, 68, 856 202, 147 280, 000 
WMPMO st sce 34, 909 34, 405 405 35, 000 
Chrome.............--.-....}. 2,468,080 13, 143, 891; 10, 446, 968 167, 593 396, 427 5, 768, 000 
Cara et ee 1, 359, 341 1, 601, 959 34, 77 208, 26, 000 
Colaumbium-tantalum . ..... 8, 457, 841 47, 209, 792) . 32, 802, 673 790, 800). 6, 740,078 | 30,538, 000 
Columbium-tantalum | 
| GRBEE LE See ae stbkup dese bsabive Ghlettend«<eahsinidieb-s-<seuae 6, 074, 677 }-....-....-- 
oC opper a eee a ~ 30, 289, 354 30, 852,080; 1, 630, 199 451,623) (615,850); 2, 059,000 
agp TS RGA, (SPARES EIR S508 SE ERIE | 7 SE EARS ERE RP AS. 1, 905, ae Ee Re 
Onwentae . saison dk ockisise csc 3, 619, 369 11, 115, 280] . 6, 536, 911 , 053) 1, 198, 053 4, 888, 000 
FIUNNOE . 4. oc mond oakoo ete E 7, 694, 7, 277, 794 75, 371 61, 630 5, 363, 000 
Greene Oui iis NE hse IGA AAA eis , 607 00007 sci ss sc 
wubricating graphite i 
At as ae PAS ACER © SBed  OB lee, SERRA ES Rren a BAA a ERS Kap Sel de Ae 173, 868 |_..... a 
eebiekssecbecs 11, 110, 461 11, 178, 069 67, 633 0 
Mangnesium..____..-...__- 10, 860, 262} 122, 754, 653 11, 894, 391 0 
Le a eng E 4, 319, 161 50, 179, 631; 43,488,879) 4, 773, me 7, 145, 198 9, 851, 000 
ercury _. RT, Raa sic Fe Meee =F el a ig, «apa, f Sem tee - 
ica ESAS eras 859, 10, 975, 444; 7, 360, 651 15, 358} 2,770,778 5, 061, 000 
Moly bdenum...............} 36, 413, 117 38, 112, 542 434, 651 610, 005) 1,874,779 377, 000 
Nickel hie sine , 929, 122, 685,850) 14, 920, 022 949, 932} 23,786,105 | 10, 700, 000 
Rutile... . .| 0 0 10, 050 10,050 |._.....- 
Scrap (nonferrous) ..._...-.- | 426, 313 532, 904 0 0 106, 591 emg 
Selenium... - Jit bonitasddutebhbhes PORE ES PS 2 27, 255 27, 255 Sitjns 
yA Seas ae 150, 874,859; 158, 470, 5, 843, 229 710, 858} 2, 463, 5, 589, 000 
Titanium. 3, 888, 125 50, 686,743) 46, 897, 396 142, 585 43,807 | 41, 446, 000 
"Testes aids 3s ae | 34,540,972) 285, 604, 367, 243,910,181} 2,886,173] 10,039,387 | 126, 726, 000 
Zine ».; | 14,429, 986 23, 391, 021 4, 955, 272 146, 203} 4, 151, 966 3, 565, 000 
Zine subsidy .. ld cctuldddaboite deck bncbhebldvhbbboihwes nelepusateacan 18,065 |-....-..- 
Oa SSS, Shs 679, 925, 485/1, 182, $48, 142 | 441,725,172) 12, 810, 370/101, 389, 220 266, 895, 000 
Metals and minerals ex- | | 
penses not included above: 
Administrative ex-)} 
penne and annual | 
sats See ee re eee TR Pe ee) ee SS OES ee ee a ee 10, 259, 908. }..........-- 
Custodial expense __... ECAR, SCR PERS LA DOE, Oa MEE feonawnnece onc 
DMiinerel Gevelepmmens. .of.. 6 os Re Lac sea eel sik 353, 367 fo... 2 Lol. 
Bank charges..........- RT ee nee eee | SO A See NADER Oe x Ol aa 
IU i Sc aununcaplcammcntineinndinindaattikeksoolscicanin sahil 22, 510, 694 Bie Ste 
Allowance for doubtful | 
accounts and ad- 
hee ea ee en PEERS PEED, Se eenee eee 250, 000 |.....-.-.... 
Shutdown expense, | 
Government-owned | 
SIDNEY nce nda pubis dawckabocgsboipece’ 2, gf ere 
Chaptrnat Sette ii: b i siceiicigs cigiccsvidinedtpcigiphukdekngatbipibn pee dgipinnies - LS aeons 
Depreciation _. FYE LOTEETGF dann city hk tee dnie| <dedin dtabntd om <kible boa 028 |. 
Loss. on disposal “ot | 
SRE LE ORR ES Me AE PE ESAS Poe ATS led cucthbdbadivvesuasedeu 65, 952 |. 
iS TN CAT HT, 5 ee PES: haalvgte banca hh dimminesevted pr ee 
Potebiesis Leli-is: bis dcboewas heb aacu! SSIS BNE 36, 609, 145 |.....--...- 
Less income from interest, 
rentals, etc... iste nage cone nhbbasnithbatniakvinedabedblaba ante (11, 779, 151) hisiJacccdesz 
Total expenses not in- | 
cluded above.._....- Ltiasdeliaideas S ceiwiasth demiige keh. «debiciivasaldne ~eutiiond 24, $20, 904 }__....-....- 
Nonrecoverable losses and = | | 
expenses (not including | | 
loss on June 30, 1955, in- | | 
WOUND 6 did h aa addin, | aes aeicds <<hischuaptohan-didiet adsl ae ee lone oe ) eee 
| : | 


t 





These figures indicate that. the Government has pe 
$1.2 billion of these minerals and metals under aut 


fense Production Act. 


urchased nearly 


ority of the De- 


Receipts from DPA sales of materials to the 


national stockpile and to industry total approximately $680 million. 
The total nonrecoverable cost to the Government of all the mineral 
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and metal progrome shown on the chart has amounted to approxi- 
mately $126 million through the fiscal year 1955, which includes a loss 
of approximately $61 million on sales; charges of about $13 million for 
storage, transportation, and handling; and expenses of almost $25 
million for ae ihe fa costs in excess of income from interest, 
rentals, and so forth. On June 30, 1955, materials remaining in the 
DPA inventory represented an acquisition cost to the Government of 
approximately $442 million; however, the estimated market value as 
of that date was $267 million, representing a difference of $175 million 
which is not included in the nonrecoverable cost listed above. 

Of the approximately $442 million in materials in the Defense Pro- 
duction Act inventory, over $320 million of the cost of these materials 
represents tungsten, manganese, and columbium-tantalum. GSA 
estimates the market. value of these 3 materials to be approximately 
$167 million as of June 30, 1955. These minerals were purchased 
from both domestic and foreign sources. Domestic purchases were 
made under regulations issued pursuant to authority contained in the 
Defense Production Act. The Fives Minerals Pro Extension 
Act of 1953 (Public Law 206), made reference to and extended these 
regulations for a period of 2 years. The stated purpose of Public 
Law 206 was to encourage the discovery, development, and production 
of the three materials mentioned and the four following materials: 
Asbestos, beryl, chrome, and mica. 

The purpose of the regulations was to provide domestic materials 
(foreign, too, in the case of columbium-tantalum) of specific grades 
which were in short supply at prices which were generally higher than 
prevailing market prices, and contained quantity limitations which 


could terminate purchases if reached before the termination dates. 
With the anne. fpr of chrome, perueees under these regulations were 


to be financed under the DP 
funds were certified by ODM. 

Although Public Law 206 extended the termination dates, no certifi- 
cation of additional funds was required since the program had already 
been set up on the basis of gross commitments involved. However, 
there will be increased expenditures, since by extending the delivery 
period 2 years greater quantities toward the quotas will be delivered to 
the Government than had been originally anticipated under the regula- 
tions. 

The Director of the Office of Defense Mobilization, in testimony 
before this committee on April 15, 1955, stated that the combined 
amount of tungsten in the stockpile and DPA inventories exceed the 
long term stockpile objective by about 40 percent, and that there were 
substantial commitments under which tungsten is to be delivered. 
The price being paid for tungsten is approximately double the current 
market price. 

During the last session of Congress, the House of Representatives 
and the Senate passed H. R. 6373. This act would have retained the 
termination dates of Public Law 206, but would have doubled the 
quantities of all materials which could be purchased under each pro- 

am as it existed on July 1, 1953, except manganese. As to manganese, 

. R. 6373 provided for an increase in quotas of 6 million recoverable 
short-ton units at each of the 3 existing Government purchasing depots, 
and in addition would have established 2 new manganese depots, mak- 
ing a total of 5 depots instead of 3, H. R. 6373 would have also 


borrowing authority, and sufficient 
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doubled the 19 million long dry-ton quantity for the manganese carlot 
program. Under H. R. 6373 the inc gross transactions would 
ve been limited to $150 million. § 
The President withheld his approval of H. R. 6373, and set forth his 
reasons for disapproval in a press release dated August 14, 1955. The 
contents of the press release were as follows: 


I have withheld my approval of H. R. 6873, an act to amend the Domestic 
Minerals Program Extension Act of 1953, in order to extend the programs to 
eouceae the discovery, development, and production of certain domestic 
minerals. 

This bill, by congressional action, would direct the continuation of the 
existing domestic minerals purchase programs under the Defense Production 
Act for certain minerals after defense needs have been met. Moreover, it would 
continue such purchases at prices considerably in excess of market price. It 
would direct the establishment of two new manganese buying depots and the 
reopening of a third. It would commit an additional $150 million for the purchase 
of double the original program quantities of these minerals. 

Pursuant to the Defense Production Act of 1950, as amended, certain purchase 
programs were established for these minerals during the Korean hostilities. 
Public Law 206 of the 88d Congress extended for 2 years the termination dates 
of these programs. H. R. 6373, in effect, would direct the expansion of these 
programs so as to require the Government to buy far greater quantities of 
these minerals than are necessary for defense purposes. As a result, Government 
assistance to the producers of several minerals will be continued under the guise 
of defense needs when such needs do not exist. 

Furthermore, the fiscal arrangements that are provided for in H. R. 6373 are 
unsound. The bill would bypass the usual budgetary processes and the customary 
review by congressional committees. It would direct the use of the defense 
borrowing authority conferred by the Defense Production Act. 

Finally, the provisions of H. R. 6373 would apply to only a small segment of 
the domestic minerals industry and would not reach the fundamentals of the 
problem. Indeed this bill would make solution of the overall problems of the 
industry more difficult. 

I am conscious of the desirability of developing a long-range minerals program 
for the United States to assure an adequate mobilization base and to preserve a 
sound minerals economy. The Advisory Committee on Minerals Policy so ad- 
vised and the Office of Minerals Mobilization has been established in the Depart- 
ment of the Interior to determine and recommend such a program. The funds 
to make the necessary studies have just become available, and work toward the 
development of a long-range program has begun. 

The interests of the domestic minerals industry will be better served by pro- 
ceeding with the careful development of a long-range minerals program than 
by approving a stopgap measure extending substantial Government aid to only 
a segment of the industry. Meanwhile, with the exception of a single manganese 
depot, the existing domestic minerals procurement program remains uncom- 
pleted, and sales by domestic miners to the Government will continue under the 
provisions of the regulations now in effect. 


Critica, Component Sruptes 


The declaration of policy in the Defense Production Act, as 
amended, oe a —— of the need to a — 
programs and to expan uctive capacity and su in order 
to reduce the time . 08 for full mobilization in agar of an 
attack on the United States. 

In past conflicts, various components such as boilers, gears, bear- 
ings; and valves have been the cause of many costly delays in the 
production of vital military end products. ODM reports that pro- 

ing for components has always presented a major problem for 
the reason that demand for these intermediate products must be 
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determined on the basis of the production and construction levels for 
all other products using significant quantities of components. 

Recent studies indicate that critical deficiencies continue to exist 
in many component areas today. In order to provide the necessary 
coordination of these studies and to develop programs and measures 
for removing deficiencies, the Director of ODM created an Inter- 
agency Committee on Components in November 1953 consisting of 
the Department of Commerce, the Department of Defense, AEC, and 
ODM. The primary functions of this committee have been to define 
the component areas to be studied, to establish the basis for estimating 
po etre re and capacity, to create individual study groups made up 
of Government and industry, to review the reports of the stud groups, 
and to recommend programs for removing any indicated deficiencies. 

To date, 39 component areas involving a total of 60 individual 
components have been set up for study as those most likely to become 
“bottlenecks” in another emergency. Approximately 60 task groups, 
consisting of both Government. and industry representatives, have 
been organized and the studies are in various stages of completion. 
As of September 30, 1955, the task teams have completed 9 studies, 
including turbines and turbine gears, high-pressure steam boilers, 
fractional horsepower. motors and generators, transformers (other 
than electronic), switchgears, integral horsepower motors and gen- 
erators, automotive steering gears, automotive universal joints, and 
automotive wheels. 

Four other studies have been returned to the task groups for addi- 
tional information. These are on internal wrenching bolts, locknuts, 
socket screws, and permanent high-strength fasteners. 

Based on current data, it appears that there is no capacity deficiency 
in the ease of the following nine component studies which have been 
discontinued—pumps, except aircraft; compressors; fans and blowers: 
actuators, ball screw type; panel fasteners; close tolerance bolts and 
serews; large size fasteners; forged steel flanges and welded fittings; 
and switches. 

Studies on the following 10 components appear to be near comple- 
tion and each task group has been requested to submit final reports by 
December 31, 1955. These consist of ball and roller bearings, aircraft 
pumps, automotive axles, automotive transmissions, blind rivets, 
heavy steel forgings, forgings (except heavy), aluminum forgings, 
valves (except aircraft and plumbing), and heavy steel castings. 

The following studies covering 28 components are not expected to 
be completed until sometime during 1956; optical elements; gears (6 
classes) : internal-combustion engines (under 750 r. p. m.) ; internal- 
combustion engines (over 750 r. p.m.) ; high-temperature bolts; heat 
exchangers; hydraulic couplings; aluminum extrusions; fittings 
(chain and rope) ; tackle blocks; jewel bearings; gyroscopes; aircraft 
instrument systems; aircraft valves and fittings; spherical plane bear- 
ings; stud link anchor chain; watertight shipboard cable; synchro and 
servo devices; electron tubes; quartz crystals; capacitors; resistors; 
electronic relays. 

Out of the 9 studies completed to date adequate capacity, under 
full mobilization, was found to exist in 7 cases.. This was not true, 
however, for two components, high-pressure steam boilers and turbines 
and turbine gears. The high-pressure boiler study was completed in 
mid-1953 byt action was held up pending completion of the turbine 
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and gear studies. The turbine and gear study was submitted in 
August 1954. Both reports were approved by the Interagency Com- 
mittee on Components with the unanimous recommendation that DPA 
borrowing authority funds be used to carry out the necessary expan- 
sions. This raised several problems which the Director of ODM felt 
should be reviewed with the Defense Mobilization Advisory Board 
and with interested congressional committees. 

One of the questions facing ODM at the time was whether the 
borrowing authority funds should be used to carry out the recom- 
mended programs and, if so, did the Defense Production Act provide 
sufficient authority for the funds to be used to expand productive 
po ore for components and subassemblies as well as materials. 
ODM also took the position that a careful appraisal should be made, 
particularly in view of the large sums that might be required for 
(1) eritienl components that have only a limited peacetime use, and 
(2) components for which existing capacity is adequate for peacetime 
but deficient for wartime needs. 

When testifying on this subject before your committee on April 15, 
1955, Dr. Arthur S. Flemming pointed out that even though the 
Defense Mobilization Board was m agreement with the interagency 
committee's proposal to use the borrowimg authority funds for remov- 
ing critical component deficiencies, he felt that the proposal should 
first be cleared through a committee composed of fahistrial leaders. 

Accordingly, the Director of ODM created an Advisory Committee 
on Components and Production Equipment in February 1955 with 
Harold Vance, chairman of the executive committee of the Studebaker- 
Packard Co., as chairman. The other members on the Vance com- 
mittee are John L. McCaffery, president of International Harvester 
Co.; Lt. Gen. LeRoy Lutz, United States Army, retired, president of 
Pacific Tire & Rubber Co.; Lt. Gen. K. B. Wolfe, United States Air 
Force, retired, president of the Oakland Tool & Arms Corp. of 
America; Adm. Barly W. Mills, United States Navy, retired, president 
of Foster-Wheeler Corp.; and William C. Foster, president of the 
Manufacturing Chemists Association. 

After a thorough review, the advisory committee unanimously 
recommended on March 15, 1955, that ODM take immediate action 
to eliminate part of the deficiency by authorizing approximately $64 
million of borrowing authority funds for machine tools and facilities 
to round-out the capacity of the turbine and turbine gear industry. 

In testifying further at the April 15 hearing, Dr. Flemming added: 

My own inclination is to approve the recommendation of the Vance committee 
in regard to turbines. Before doing so, I wanted to indicate my intention to 
appropriate committees of the Congress, and I am very happy to have the 
opportunity of outlining the proposed program to this joint committee. 

Later on in the hearing, in response to inquiries on the part of 
committee members as to whether ODM considers the Defense Produc- 
tion Act, as amended, provides sufficient authority to carry out the 
component program, Dr. Flemming replied : 

We feel that the authority that is reflected in the language in the Defense 


Production Act in connection with the revolving fund is adequate to handle the 


components program, and we don’t feel that we need to suggest any amendments 
to that. 


Finally on August 14, 1955, ODM authorized up to $70 million of 
borrowing authority funds to round out the industry’s capacity to meet 
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the war demands for turbines and turbine gears. This fund is to be 
used to purchase and maintain machine tools and production equip- 
ment to be installed on a standby basis in the plants of eight og 
producers. Arrangements are to be made with each company for 
the storage and maintenance of these tools with the understand se 08 
the company will purchase or lease the equipment when it is placed 
in operation for defense purposes. It may be several weeks before 
procurement contracts are negotiated with machine-tool builders pend- 
ing a check to determine what tools may now be available for this pro- 
gram in any of the Government industrial equipment reserves. __ 

Even though it has been 2 years since the interagency committee 
first made recommendation to overcome the critical deficiency in high- 
pressure steam boilers, this program has not been put into effect. In 
this case it is proposed to stockpile a reserve of selected steel prod- 
ucts, seamed: to cost about $3.8 million, to enable boiler manufac- 
turers to get into production immediately in case of war. An earlier 
recommendation, that the Government purchase and maintain in 
standby status machine tools and facilities at an estimated cost of $6 
million, is still under consideration. ODM is now holding these 
recommendations and plans to submit them to the “Vance” committee 
along with several other component studies expected to be completed 
by the end of this year. 

Recently ODM indicated to the Department of Commerce and the 
Department of Defense that a closer followup should be maintained 
on the step-by-step progress being made on ali continuing component 
studies. ODM has requested that a special status report be made by 
each task group by November 1, 1955, to be followed by quarterly 
progress reports thereafter. 

Bomb damage assumptions have not yet been determined for over 
all mobilization plannin ae ew therefore, none of the component 
studies have considered the effect of such an attack in any of its calcu- 
lations. Since the demand for critical components is in direct rela- 
tion to the continuity of end product production, consideration is bei 
given to studying the vulnerability of components facilities to attac 
as compared to that of the end products. 

While your committee realizes that defense programing of com 
nents involves many difficult problems, it feels that a determined effort 
should be made to complete the remaining critical component studies 
as quickly as possible so that final decision can be reac romptly 
on any indicated deficiencies that might cause a serious bott shoes 4 in 
case of an emergency. 


SMALL- Business ProgRaM 


An addition to the Defense Production Act by the 1955 amend- 
ments directs the Office of Defense Mobilization “to investigate the 
distribution of defense contracts with particular reference to the 
share of such contracts which has gone and is now going to small busi- 
ness, either directly or by subcontract; to review the policies, pro- 
cedures, and administrative arrangements now being followed in order 
to increase participation by small business in the mobilization pro- 
gram ; to explore all practical ways, whether by amendments to laws, 
policies, ations, or administrative arrangements, or otherwise, 
to increase the share of defense procurement going to small business; 
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to from the departments and agencies engaged in procurement, 
and from other appropriate cies including the Small Business 
Administration, their views and recommendations on ways to increase 
the share of procurement going to small business; and to make a 
report to the ident and the Congress.” The report is to be made 
not later than 6 months after the date of enactment of the 1955 amend- 
ments. Your committee believes that all agencies concerned will co- 
operate with the Office of Defense Mobilization to the fullest extent 
in making this investigation and report. 

In the last two annual reports, your committee has expressed con- 
cern over the mags delays on the part of some of the milita 

rocurement offices in setting up an effective program to assure small 
usiness a fair share of the total purchases. 

Your committee urged that maximum effort be exerted by both the 
Department of Defense and the Small Business Administration to 
insure the establishment of a program which would increase the vol- 
ume of procurement contracts awarded to small business. 

On December 16, 1954, the Department of Defense issued a directive 
to the military services setting forth a revised small-business policy. 
This directive declared : 

It is the policy of the Department of Defense that a fair proportion of the 
total purchases and contracts for supplies and services for the Department of 
Defense shall be placed with small-business concerns, whether as prime con- 
tractors, subcontractors, or suppliers. With respect to military prime contracts, 
this ee shall be accomplished by affording small-business concerns an 
equitable opportunity to compete. 

The general policy was supplemented by a Department of Defense 
directive issued on April 19, 1955, which stated the policy with respect 
to subcontracting to small-business concerns, and declared that the 
objective— 
will be accomplished by measures designed to assure that small-business concerns 
are afforded an equitable opportunity to compete for defense subcontracts within 
their capabilities. 

One of the major provisions of this policy requires that firms re- 
ceiving prime contracts in excess of $1 million which have substantial 
subcontracting possibilities are to be urged to establish a defense sub- 
contracting small-business program. Such a program would include 
the designation of a company executive within each prime contractor 
for directing the program ; the adoption of policies designed to assure 
small concerns an equitable competitive opportunity to secure defense 
subcontracts; the placing in subcontracts of the small-business sub- 
contracting clause appearing in its own contract; the requesting of 
major subcontractors to establish similar programs; and the reporting 
of its subcontracting activities. In many cases where military con- 
tracts have been awarded earlier, letters have been written urging the 
defense contractor to set up a similar subcontracting program. 

The military services are further directed to take such necessa 
measures to determine the adequacy of each prime contractor’s small- 
business subcontracting program, and to request corrective action in 
the event deficiencies are noted. 

It is also the announced policy of the Department of Defense that 
when placing purchase orders, consideration is to be given to firms 
owning their own tools rather than to contractors with whom the 
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Government. may have previously terminated a contract and arranged 
for the tools to be ten or placed in standby. 

With the termination of defense contracts and the cutback in mili- 
tary purchases, there has been a tendeney among many prime contrac- 
tors, particularly those with expanded facilities, to curtail subcon- 
tracting. This has caused severe hardship among many small firms. 

Both the Small Business Administration and the military procure- 
ment officers have held meetings with small contractors to discuss var- 
ious problems and to provide them with information on competing 
for Government business either as prime or subcontractors. The mil1- 
tary services have carried on a series of meetings to inform their pro- 
curement officers and buyers as to the new policies and procedures to 
be followed under the current small-business program. Through July 
30, 1955, the Army had held 59 such meetings with about 500 procure- 
ment officers and buyers in attendance. 

The Small Business Administration reports that a better coordi- 
nated program between the local Small Business Administration rep- 
resentatives and contract officers has resulted in 3,924 proposed pur- 
chases amounting to $386,610,589 being reserved through joint deter- 
minations during the fiscal year 1955 for award to tendil-bosinats con- 
cerns. This compares with 1,621 purchases amounting to $228,504,359 
earmarked for small business during the period August 1, 1953, to 
June 30, 1954. 

Problems reported by SBA include the necessity for clearly de- 
fining what specific procurements can be properly earmarked for small 
business, and the need for agreement on joint determinations on re- 
search and development contracts. 

From past studies, it is apparent that small companies have fared 
better under open competitive bidding than under negotiated con- 
tracts. Of the fiscal year 1955 military procurement for work in the 
United States awarded on an advertised basis ($2,386 million), 62.9 
percent ($1,501 million) went to small business. Of that awarded ona 
negotiated basis ($12,366 million), only 13.9 percent ($1,713 million) 
went to small business. In a hearing held by this committee on 
March 8, 1954, it was brought out that it was the expressed intent of 
the Congress that the vast majority of contracts be awarded by ad- 
vertising and competitive bidding and that advertising be the rule and 
negotiation the permissible exception. It is the opinion of your com- 
mittee that the awarding of a larger proportion of Government pro- 
curement through advertising and competitive bidding po | be 
beneficial to small business. 


Macuine Toots 


Previous annual reports have reviewed in some detail the Govern- 
ment-sponsored programs which have resulted in thousands of 
machine tools being built, and installed throughout defense industries 
during the Korean conflict. 

Among the principal machine-tool programs, undertaken by ODM 
during the Korean period in cooperation with other Government 
agencies, have been the machine-tool pool-order program, the tool- 
builders-facilities expansion program, the eiebhaay, ton" program, the 
machine-tool leasing program, and the establishment of centralized in- 
ventories of Government-owned tools. 
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The purpose of the pool-order program, as announced on February 
28, 1951, was to keep tool-builders’ facilities operating at capacity and 
to encourage further expansions at a time when builders might other- 
wise be waiting for defense tool orders because of the lag time be- 
tween the placing of prime defense contracts and actual ordering of 
the tools by contractors for production purposes. However, the 
orginal pool-order contract offered to the tool builders was not gen- 
erally accepted as it did not provide for a cash advance and certain 
other provisions which the tool industry felt were essential to the un- 
dertaking of necessary facility expansions to meet the defense re- 
quirements. GSA offered a revised pool-order contract on August 28, 
1951, incorporating, among other provisions, a 30 percent cash ad- 
vance, and at the pT of ODM, GSA entered into agreements 
with practically all machine-tool producers. The tool builders pro- 
duced certain specified tools in designated quantities and GSA guaran- 
teed their sale when completed. In the event such tools remained un- 
sold, the Government was committed to purchase the tools at a: price 
which excluded the manufacturers’ profit and selling expense. At the 

k of this program in late 1952, 115 pool-order agreements had 
en executed involving 94,225 tools having an acquisition value of 
$1.4 billion. Of this total about 87,000 tools were produced and sold 
directly to defense contractors. Contract. reductions and cancella- 
tions accounted for another 6,400 units. Through June 30, 1955, the 
Government was required to purchase and put into storage a total of 
833 tools valued at nearly $11 million. During this period the Gov- 
ernment’s liability under this program was reduced through the sale 
and transfer of 230 of these tools, leaving 603 units in Government 
storage involving an acquisition cost of $7.9 million. The acquisi- 
tion cost of the 603 units is about one-half of 1 percent of the total 
value of the tools produced and placed into operation by hundreds of 
defense contractors. During fiscal. year 1955, the Government’s lia- 
bility was reduced through the sale of 107 of the total units held in 
storage and it is expected that further sales will be made by the pro- 
ducers of the remaining 603 tools during the current fiscal year. 

Other Government programs which were developed to assist tool 
builders in expanding their own facilities so that they in turn would 
be able to meet the increased demands for tools from defense con- 
tractors were the tool-facilities expansion and the elephant-tool pro- 
grams. Under the facilities-expansion program. the Government 
purchased and leased a total of 2,738 tools to builders valued at $36 
million, including cost of transportation, installation, and subsequent 
removal. Of this total, 2,395 tools remained on lease under 98 leas- 
ing agreements as of June 30, 1955, and earned rental income of 
nearly $3 million for the fiscal year 1955; 103 of the original. tools 
have Bos sold to contractors and the remaining 240 have been removed 
to Government storage. 

The elephant-tool program in effect during Korea has been under 
review for the past year as it fell short of its original objective. This 
program was designed to increase the productive capacity of builders 
capable of producing extremely large multipurpose tools requiring 
up to 2 years to build, In order to encourage builder’s participation, 

is program included such incentives as accelerated tax amortization, 
loan guaranties, leased facilities, and working capital advances. 
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Over a 3-year period, however, only 4 producers of large tools par- 
ticipated in this program to expand their facilities. In the case 
of 3 companies (1 requested tax amortization only), the Government 
entered into an agreement to purchase and lease a total of 308 facility 
tools involving an estimated cost of $5 million for acquisition, trans- 

rtation, installation, and subsequent removal. All of these tools 
fave been delivered and the rental income earned on these tools during 
fiscal year 1955 amounted to $458,000. Government agencies and 
industry task groups have been conducting extensive surveys for 
several months among firms and Government establishments known 
to utilize tools of this type and size to determine whether additional 
elephant tools would be needed in case of an emergency. 

These studies to date indicate that approximately 1,824 elephant 
tools are currently installed throughout the country with 1,083 in 

rivate industries and 741 in Government establishments. On the 
fale of this preliminary data, ODM concludes that these tools were 
not used to their capacity during the Korean emergency. Recently, 
ODM requested the Department of Defense and BDS: to examine 
military programs to determine whether deficiencies exist in the 
present elephant tool capacity to carry out such programs. ODM 
plans to create a Government-owned elephant tool reserve through 
the use of borrowing authority funds where such deficiencies warrant 
such action. It is expected that this study will require several months 
to complete. 

In a further effort to expedite the initial production of machine 
tools in any future emergency, ODM requested GSA earlier this year 
to tabulate complete data concerning the tools purchased under the 
Korean pool-order program and to draft a revi l-order contract 
for the consideration of responsible agencies and the machine-tool 
builders. This information is now under review by GSA, the Depart- 
ment of Commerce, the Department of Defense, ODM, and representa- 
tives of the tool industry. The proposed program calls for M-day 
pool orders to be developed, including the types, sizes, and quantities 
of tools that will be required under an emergency, with GSA author- 
ized to execute so-called trigger contracts as soon as possible with 
individual tool builders to become effective upon the occurrence of an 
emergency or upon notification from the responsible Government 
—e The Department of Commerce points out that on the basis 
of past experience, the placing of such contracts in the hands of build- 
ers in the advance of an emergency for which the tools might be needed 
could save more than a year in starting a machine-tool-production 


oe som 
nder provisions of the pores pool-order contract, it is contem- 
lated that working capital equivalent to 30 percent of the order will 
made available to tool builders on the effective date. BDSA, De- 
partment of Commerce, reports the Government does not intend to bu 
machine tools under the contract, but will guarantee that the builder 
will suffer no losses incident to rapid acceleration of production to 
meet wartime requirements. On November 15, 1955, BDSA ap- 
inted a four-man task group of committee members of the Machine 
ool Manufacturers Industry Advisory Committee to work with 
representatives of Government agencies in resolving the remainin 
legal and technical problems of the proposed contract. It is expec 
that several months will be required to translate military programs 
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into tool requirements and to check the tools now held in Government 
reserves to determine what quantities of new tools will be needed. 
Efforts are being made, however, to complete the execution of the con- 
tracts during the current fiscal year. 

It is estimated that the military services currently own some 300,000 
to 350,000 machine tools with an original acquisition value of approxi- 
mately $5 billion. ODM estimates that this represents about 15 per- 
cent of the total production equipment in existence in the United 
States, which makes the Government the largest owner of such equip- 
ment in the United States. All of these tools are currently in use or in 
storage in military establishments and thousands of private industrial 
plants throughout the country. There are presently over 45,000 idle 
military-owned tools listed in the departmental industrial equipment 
reserves. These idle tools have been removed largely from subcon- 
tractors plants by the armed services as contracts have terminated. 
Of the total, about 13,000 of these tools are currently stored by the 
Army at 22 storage sites; 16,000 are being held at 15 naval storage 
centers; and 16,000 by the Air Force at 8 storage locations. 

The Armed Services Procurement Regulation (ASPR) section 
XIII sets forth the basic procedures for furnishing Government- 
owned tools to defense contractors but it is up to the procurement 
offices of the military departments to determine what tools shall be 
furnished and whether such tools are supplied under a no-rental facil- 
ities contract. Under this policy the practices have varied between 
the three services and at times between contracting officers in the same 
branch of the service. Late in 1954, a task group, consisting of repre- 
sentatives from each of the 3 military services, was formed to study 
all phases of this problem and submit recommendations. The pre- 
liminary report of the task group is now reported to be under further 
study by the military departments. 

Section XIII of ASPR provides that it is the policy of the armed 
services that contractors will furnish all facilities required for the 
performance of Government contracts. However, subject to and 
within the limitations of existing authority, facilities may be provided 
by the Government for use by contractors when such providing is con- 
sidered necessary to meet essential production or program schedules, 
or when otherwise considered by the Secretary of the Department con- 
cerned to be in the best interest of the Government. The regulation 
further stipulates that industrial facilities (including machine tools) 
shall be provided only under a facilities contract (separate from any 
related contract for supples or services) except that industrial facil- 
ities may be provided under suitable clauses in a supply or service con- 
tract when the total acquisition costs of the facilities provided at one 
plant does not exceed $50,000; or when the contract is for construction 
work; or when the work is to be performed within an establishment 
operated by the Government. 

Section XIII of the regulation also specifies that each facilities 
contract shall limit the right of the contractor to use the industrial 
facilities to the performance of the contracts (procurement) specified 
or otherwise identified in the facilities contract, and such use may 
be without charge to the contractor provided (a) the contractor is 
not thereby placed in a favored competitive position; and (6) the 
Government receives adequate consideration through reduced cost for 
the supplies or services or otherwise. Such reduced cost may be es- 
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tablished in the initial negotiation of new contracts, or by the read- 
justment of prices (including fixed-fees and allowable costs) of 
existing contracts, or by price redetermination in the case of nego- 
tiated fixed-price contracts where the saving to the Government can- 
not be accurately forecast. 

It has been the general practice of the Army, Air Force, and Navy 
procurement offices (except the Bureau of Ships) to execute facilities 
contracts covering tools furnished to prime contractors on a no-rental 
basis and to negotiate a compensatory reduction in the net cost of 
the product to offset for the tools supplied. In some instances as 
many as 1,000 to 1,500 Government-owned tools have been furnished 
to a single contractor on this basis while hundreds of other prime 
contracts have been negotiated by the Armed Services involving 
no-rental facilities agreements covering a 100 to 500 tools each. Dur- 
ing fiscal year 1955 the Air Force is reported to have had outstanding 
approximately 110,000 pieces of equipment covered by 320 no-rental 
facilities contracts. Due to such varying factors as acquisition cost, 
age, and operating condition of the tools involved, there is not a 
uniform basis for negotiating an assured price adjustment to com- 
pensate for tools supplied. 

One of the reasons advanced by the armed services for favoring 
the price adjustment method is to provide a lower net contract price 
to the Government and as a result increase the funds available under 
an authorized appropriation. By this procedure, however, the actual 
procurement cost of the product is hidden in the tool-adjusted price 
and permits little opportunity to make direct comparison as to whether 
contracts covering similar items are competitive in price to the Gov- 
ernment or in terms of profits to the individual contractors. The 
armed services point out that any income earned from defense-owned 
machine tools leased to contractors on a monthly rental basis goes 
into a miscellaneous receipts fund and such income is not available 
to the military services for procurement purposes. 

Where Government-owned tools are furnished to subcontractors in 
the performance of procurement contracts entered into by prime 
contractors, it is the general practice of the services to lease such 
tools on a rental basis. In this connection, ASPR section XIII states 
that “when the use (of tools) without charge to the contractor is 
not advisable because of the competitive aspect, administrative difli- 
culties, or other considerations, the contract shall require the con- 
tractor to pay a fair and reasonable use charge. Such fair and rea- 
sonable use charge shall be established on the basis of sound com- 
mercial practice, including any prevailing commercial rates, and shall 
be such as to prevent the contractor from obtaining an unfair com- 
petitive advantage.” 

The question as to what represents a fair and competitive rate for 
Government agencies to charge contractors for leased tools has been 
under consideration for more than a year. 

Based on its analysis of competitive rates, ODM has indicated that 
the 1-percent rate per month on the 3- and 5-year Government leases 
is in line with commercial practices and would appear to show an 
adequate return to the Government. This premise is based on the 
fact that when reduced to a single interest charge, the 1-percent 
rate yields a return of 12.7 percent on a 1-year term, 14.4 percent on 
a 3-year term, and 16.3 percent on a 5-year term. At this rate the 
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original cost of the tools is recovered by the Government in approxi- 
‘nately 70 months leasing period. 

The Department of Commerce holds to the position that the leasing 
rate of 1 percent per month of the original acquisition cost is competi- 
tively unfair to both the machine-tool builders and industry in gen- 
eral, because it is said to be below the commercial leasing rates. The 
Department of Commerce, as the spokesman for the tool-producers 
industry, contends that the monthly rate on any Government-leased 
tools should be at least 2 percent. 

For defense-supporting industries, GSA has used a leasing formula 
which starts with a basie 1 percent per month of the acquisition cost 
plus transportation and installation costs for current models (1948 to 
date). For tools built in the 1936-48 period, the OPS price factor of 
175 percent is used by GSA to arrive at the current replaceable costs, 
to which a 60-percent age factor is then applied. While this is de- 
signed to effect a downward adjustment for the age of the tool, the 
formula provides approximately the same rental income for a tool 
built subsequent to 1936 as that obtained by applying 1 percent rate 
to original acquisition cost. Since GSA has few tools earlier than 
1936, the GSA leasing rate to defense-supporting contractors is either 
at the straight l-percent rate per month of the original acquisition 
cost for tools built during the 1948-55 period or comparable to the 
l-percent rate on the 1936—48 tools. 

During late 1954, the then chairman of the committee and a member 
of the staif met with the Assistant Secretary of Defense (Supply and 
Logistics) and Assistant Secretaries of each of the 3 services to dis- 
cuss the military leasing policies. At that conference it was urged that 
« uniform leasing policy be established for all branches of the mili- 
tary and that consideration be given to some adequate rate adjustment 
for tools of different ages. On January 14, 1955, the Department of 
Defense issued an interim policy guidance which authorized the serv- 
ice branches to increase leasing rates from 1 percent per month to 2 
percent of the acquisition cost on all tools purchased after January 1, 
1950; 1.5 percent per month on tools seared eae: during 1942 through 
1949; and 1 percent per month for tools purchased prior to 1942. 
While the sliding-seale rate would appear to provide a more equitable 
differential for the older tools, there seems to be some question as to 
the extent this interim guidance policy has actually been placed into 
effect by the respective services. 

From the foregoing it is apparent that at the present time the pol- 
icies being followed among Government agencies responsible for the 
administration of the tool-leasing program are not uniform with re- 
spect to rental rates. Under the present procedure a contractor desir- 
ing to lease 1950-55 tools from the armed services in performance of a 
military contract is subject tora rental charge of twice the amount 
which a contractor would be required to pay for an identical tool leased 
from GSA to carry out a defense-supporting contract. This could 
‘asily place certain contractors in a more favorable position competi- 
tively. Your committee feels that every contractor has the right to 
expect the same basic rates from the military services or agency leasing 
the tools. It is the recommendation of the committee that action be 
taken by the Department of Defense, Department of Commerce, GSA, 
and ODM in establishing a uniform leasing policy which is fair and 
commercially competitive to defense contractors, toolbuilders, and the 
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Government, to be made effective throughout the armed services and 
other Government-leasing agencies. 

Under the provisions of Defense Mobilization Order VII-4 issued 
by ODM on October 9, 1953, Government-owned production equip- 
ment may be leased for nondefense production when it is in the best 
interest of national defense. Through June 30, 1955, ODM has re- 
ceived nondefense leasing proposals covering 68 companies involving 
1,302 items of equipment valued at $16.6 million. ODM has approved 
nondefense leases to only 14 companies covering 548 items ae alt at 
$3.6 million. Requests were denied by ODM to 52 companies and 
withdrawn by 2 others. In all cases these companies either have prime 
defense contracts requiring the use of some of the tools on lease and 
have agreed to store and maintain all such tools when idle as a unit 
package for any future emergency or are awaiting delivery of replace- 
ment tools from tool suppliers. 

During the past year the Department of Defense has made further 

rogress in classifying and compiling records of machine tools owned 
= the armed services which are currently being used or held in stand- 
by in military establishments and private defense plants throughout 
the country. To date over 279,000 of the estimated 300,000-350,000 
tools owned by the armed services have been reported to the central in- 
ventory. These have an estimated acquisition value of $2.9 billion. In 
addition, the Department of Commerce is now compiling a similar in- 
ventory of all i, toa Government-owned tools. To date, about 17,000 
tools have been reported by such Government agencies as AEC, GSA, 
HEW, and Maritime. 

The Department of Defense is continuing to move forward in its 
task of arranging proper storage and maintenance of thousands of 
tools, as defense contracts are terminated either under the package 

lant concept or in standby to insure immediate reactivation of de- 
tas plants when needed. According to the Department of Defense 
Instruction 4215.1 dated December 14, 1954, the selection of storage 
sites for idle tools is based largely on such considerations as the pro- 
duction application or plant for which the tools are retained; the 
economy or storage; transportation and handling; and the speed 
with which the tools can be reinstalled for use in time of mobilization. 
The instructions indicate that the following methods, in their order of 
preference, are to be utilized for the storage of idle tools, (1) main- 
tained in place in the facility; (2) stored on site or adjacent to point 
of last use; and (3) placed in storage in military-owned warehouses. 

ODM issued a directive on August 25, 1955, authorizing the leasing 
of Government-owned production equipment to damaged plants locat- 
ed in flood-disaster areas. ODM also authorized a 90-day rental allow- 
ance to provide for installation time before charges became effective. 


Tue Tunesten Purcuass Program 


Your committee, at its April 15, 1955, hearing with the Director 
of ODM and again at the June 9, 1955, hearing with officials of the 
Department of the Interior, made inquiries regarding the administra- 
tion of the Government’s tungsten purchase program. From these 
hearings, it appears that the primary reason for the substantial stock 
of tungsten now being accumulated in DPA inventory is largely 


SUE We alee 


baht vets Med asc ae 











: 
é 


ba eet Re scl 





eho 


JOINT COMMITTEE ON DEFENSE PRODUCTION 55 


traceable to the changing conditions which developed as the Korean 
conflict advanced. 

In early 1951 the estimated military requirements for tungsten 
far surpassed any known sources of supply in this country. Its vital 
necessity for the production of ammunition and armor-piercing steel 
products placed it high on the priority list of group I critical ma- 
terials which were officially considered as, “Materials, the supply of 
which is inadequate for war even under strenuous wartime efforts to 
expand production, curtail consumption and effect substitutions.” 

o meet this situation, ODM authorized two separate purchasing 
programs early in 1951 in addition to the national stockpile program. 
One was the purchase of tungsten from foreign sources for stock- 
piling and resale to United States defense industries and another was 
the establishment of a purchase program for domestic ore under 
which a floor price of $63 per unit was paid for tungsten offered by 
domestic producers to June 30, 1956, and later extended to June 30, 
1958. 

As of June 30, 1955, ODM has authorized the use of $417 million of 
borrowing authority funds to carry out these programs. Of this 
total, contracts involving $374 million for additional facilities and 
the purchase of tungsten have been negotiated with both foreign 
and domestic producers with a probable ultimate net cost to the Gov- 
ernment of $190 million. While tungsten ranks seventh in size among 
all Government expansion programs certified by ODM under the bor- 
rowing authority, it outranks all others in the probable net cost to 
the Government. This is largely because a floor-purchase price of $63 
a unit (20 pounds) was guaranteed by the Government for domestic- 
mined tungsten to stimulate new producers and increase United States 
production. The market price just prior to Korea had been as low 
as $17.50 per unit including duty. However, the United States market 
price during 1951 and 1952 ranged between $58 and $86 a unit includ- 
ing duty. ile market prices remained above $63 per unit practic- 
ally all domestic output went directly to industry. 

t was during the arte armistice that the supply shortage showed 
a marked trend of easing and domestic stocks started to accumulate. 
By late 1953, the United States market price had dropped to a low of 
nearly $27 a unit including duty. This resulted in large quantities 
of tungsten being “put” to DPA inventories under the floor-price 
guaranty of $63 a unit. To further add to the potential suppiy, GSA 
had been instructed in the previous year to make long-term commit- 
ments for large quantities of foreign tungsten, even at high market 
prices, and with the possibility these might eventually exceed the stock- 
pile objectives. By 1953, the domestic floor-price guaranty had stim- 
ulated United States production far beyond the quantities anticipated. 
GSA records show that as of June 30, 1955, more than 3,000 producers 
of all sizes have received certification of participation, which is all that 
is required to deliver tungsten concentrates meeting specifications to 
the railroad nearest any milling point for Government purchase. 

Under these programs, the Government purchased tungsten in the 
amount of $285.6 million through June 30, 1955, of which $164.6 
million was acquired from foreign sources and nearly $121 million 
under the domestic minerals program. Of the total amount, tungsten 
purchased for $41.7 million was transferred to the national stoc ile 
or resold to industry for a net amount of $34.5 million. Approxi- 
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mately $244 million remained in DPA inventory as of June 30, 1955. 
Che Government was further obligated as of June 30 to take another 
$43 million worth of tungsten under foreign contracts still in effect 
and approximately $63 million additional under the domestic minerals 
program. GSA reports that as of June 30, 1955, tungsten in the 
amount of $33.6 million in DPA inventory does not meet the stockpile 
specifications. It is understood that this report does not reflect adjust- 
ments for certain changes in stockpile specifications. 

The Domestic Minerals Program Extension Act of 1953 (Public 
Law 206) was approved on August 7, 1953. The Domestic Minerals 
Program Extension Act made reference to regulations issued pursuant 
to the Defense Production Act of 1950, as amended, and extended these 
regulations for a period of 2 years. The termination date for the 
tungsten domestic minerals purchase program under the regulations 
was June 30, 1956, or when 3 million units had been accepted by the 
Government. Under Public Law 206 the termination date for tung- 
sten was extended to June 30,1958. The quantity limitation remained 
unchanged. The Government has purchased 2 million of the 3-million- 
unit quota, and on the basis of the current delivery rate GSA esti- 
mates that the quota may be completed by late 1956. 

The wide variance between the United States Government. price 
and the world market price of tungsten has created several administra- 
tive problems for GSA. In early 1954, it was discovered that Mexican 
tungsten was being smuggled into this country, at a cost of approxi- 
mately $42 after processing and sold to the Government at the $63 
floor price, even though certification that the tungsten was of domestic 
origin was required. Subsequent investigations indicated that there 
had been illegal dealings in Mexican tungsten under the domestic pur- 
chase program. As a result, GSA has placed more stringent checks 
on all tungsten purchases and further investigations have been con- 
ducted of other possible irregularities. All data on the cases un- 
covered have been turned over to the Justice Department for review 
and appropriate action. 

Contract violations have not been limited to the domestic program. 
Due to the long-term commitments with foreign sources involving 
higher than world market prices, certain contractors are alleged to 
have purchased substantial quantities of tungsten in the open market 
at market prices and resold it to the United States Government at the 
much higher contract price—upwards of double the cost. Deliveries 
to the Government must be certified as ores being produced from the 
contractor’s own mine in accordance with the terms of the contracts. 
In most eases where such practices have been indicated, GSA has 
stopped deliveries, and consideration is now being given as to further 
action against the violators. 


Tue Trranicum ProGRAM 


The titanium program is the third largest expansion program 
certified by the Government under the Defense Production Act. It 
is exceeded in size only by the primary aluminum and machine tool 
pool order expansion programs. While considerable progress has 
been accomplished in expanding titanium sponge production over the 
past year, several problems have developed which require the con- 
tinued direction of the Government in order to reach a reasonably 
prompt solution. 
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In a little over a year the emphasis on titanium has moved from 
that of increasing the industry’s capacity to produce titanium sponge 
to that of finding ways to improve the processing and fabrication of 
the metal. The problems to be solved in the field of fabrication have 
been highlighted by difficulties experienced in the use of the metal 
in the manufacturing of certain military items. 

The physical properties of titanium (alloys) are considered such as 
to make it appear highly probable that titanium will become a valu- 
able and strategic material for military usage, particularly in aircraft, 
airborne equipment, and high altitude long-range missiles when its 
availability in sufficient quantities is assured, improved quality and 
uniformity have been achieved, fabrication processes have been made 
commercial, and costs have been substantially reduced. 

On February 17, 1954, the Director of ODM established a Titanium 
Advisory Committee under the chairmanship of Herbert H. Kellogg, 
of Columbia University. Other members of the committee consisted 
of Felix N. Wormser, Assistant Secretary for Mineral Resources, De- 
partment of the Interior, and Dr. A. J. Phillips, vice president and 
director of research for the American Smelting & Refining Co. Serv- 
ing as technical advisers and consultants to this committee are repre- 
sentatives from the following Government agencies and offices: ODM 
Staff; Assistant Secretary of Defense for Supply and Logistics; As- 
sistant Secretary of Defense for Research and Development; Depart- 
ment of the Air Force; Department of the Navy; Department of the 
Army ; General Services Administration; Business and Defense Serv- 
ices Administration of the Department of Commerce; and the Mate- 
rials Advisory Board of the National Academy of Sciences. 

The Titanium Advisory Committee was charged with the responsi- 
bility to advise the Director of ODM on problems relating to plans and 
programs pertaining to titanium; and in cooperation with other Fed- 
eral agencies concerned, to develop recommendations with regard to 
the Government’s program on titanium expansion. 

To assist in the development of a sound Government program the 
Department of Defense has established a titanium metallurgical labo- 
ratory which is working with various industries throughout the 
country on the solution of immediate problems and is also acting as 
a clearinghouse for the dissemination of technical data and new 
processes as these are discovered. 

As of June 30, 1955, a total of nearly $900 million in borrowing 
authority funds has been certified by ODM to carry on this program 
with a total probable ultimate net cost to the Government of $129 
million. To date, 13 contracts have been negotiated with 8 companies 
involving new plant facilities, research and development, and supply 
contracts in the amount of $518 million with an estimated net loss to 
the Government of about $83 million. 

In order to assure the aircraft industry and other potential users 
of a sufficient reserve and to permit greater use of the metal in the, 
design of military aircraft and commercial products, ODM author- 
ized that a Government-financed titanium sponge working inventory 
of 4,000 tons be established in April 1954. (This was increased to 
8,000 tons on March 7, 1955.) To aid in expanding the civilian uses 
of titanium products, BDSA on May 19, 1954, issued an order freezing 
10 percent of the monthly production of titanium sponge for non- 
military purposes. It was hoped that this action would stimulate 
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producers to explore, among others, such industrial markets as chemi- 
cal, petroleum and food processing, civilian aircraft, automotive uses, 
and electronics marine equipment. However, the military accounts 
for close to 95 percent of the total consumption at the present time. 

On June 20, 1952, ODM established an expansion-goal program 
calling for 10,000 tons of titanium sponge capacity. This was revised 
upward on October 15, 1952, to 22,000 tons and again on July 30, 1953, 
to 25,000 tons. The Department of Defense recommended a goal of 
35,000 tons and ODM instructed GSA to submit proposed contracts 
for review up to this figure. Under this program GSA, as of June 30, 
1955, had concluded purchase supply contracts with 5 companies for 
facilities totaling 22,500 tons of rated capacity. Production from 
these facilities during the calendar year 1954 was approximately 5,200 
tons, and is expected to reach 8,000 tons in 1955, 16,900 in 1956, and 
the full 22,500 tons of rated capacity by 1957. The Government has 
“call” rights under each of the contracts and producers have “put” 
rights to the Government up to varying amounts under 3 contracts. 
To prevent too large an inventory buildup during the period that 
efforts are being concentrated on the solution of melting, alloying, and 
fabrication problems, ODM requested that Government purchases of 
titanium sponge be held to a minimum, consistent with the continuing 
development of a better product. 

These efforts have resulted in a reduction of the Government’s total 
obligation under the “put” clauses for the years 1955 through 1957 to 
approximately 14,500 tons, valued at $108.8 million at the current 
market price of $3.75 per pound. 

Titanium sponge was placed on the national stockpile list in July 
1954. The Government has taken delivery through June 1955 of 
over 6,000 tons in the DPA titanium working inventory. These 
deliveries represent about 50 percent of the total produced by the 
industry since January 1952 through June 30, 1955. This indicates 
the limited utilization of titanium up to the present. 

When it became evident that the Government expansion program 
was moving much faster than the apparent trend in consumption, the 
Director of ODM requested Harold $8. Vance, chairman of the board, 
Studebaker-Packard Corp., and ODM special consultant, to make an 
overall study of the titanium program. Mr. Vance submitted his 
report to ODM on July 5, 1955. On the basis of this report, the 
Director of ODM, with the concurrence of the Defense Mobilization 
Board, the Naticnal Academy of Science, and the ODM Titanium 
Advisory Committee, announced on September 12, 1955, the suspen- 
sion of any further Government aid for the creation of additional 
titanium sponge capacity. The titanium sponge expansion goal was 
officially closed on September 29, 1955. However, the uncompleted 
expansion goals for 37,500 tons of titanium smelting capacity and 
37,500 tons of fabricating capacity was left open. 

In taking this action, the Director of ODM pointed out that the 
Vance study disclosed that the scheduled production during the next 
3 or 4 years would exceed any foreseeable usage by a very substantial 
margin. According to the report, the usage in 1954 was only about 
32 percent of production and is estimated to continue at about 32 
percent of the annual lage yr ins in the 1955-57 period. The report 
stated further that, when it develops that the present capacity will 




















JOINT COMMITTEE ON DEFENSE PRODUCTION 59 


not meet the demand, new facilities can be put into production in 
about 2 years and the need for such facilities can be anticipated well 
in advance. 

The report recommends that despite its present excessive high cost, 
the Department of Defense should specify titanium as a substitute 
for steel (or aluminum) on a strictly limited basis but on a continuing 
basis in order that fabricators may learn how to make better finished 
products at greatly reduced costs. The Government is planning to 
continue its support of research, development, and pilot-plant opera- 
tions in an effort to improve production processes and the quality 
and reproducibility of the metal. 

The titanium-sponge industry is currently operating to a large 
extent on imported rutile concentrates. The fact that such material 
might not be available to the industry in the required quantities in 
the event of full mobilization has suggested the desirability of accel- 
erating development of technology for the use of domestic ilmenites, 
which are found in this country in appreciable quantities and in many 
varied locations. The problems of their use are difficult, involving 
both the technology and economics of concentrating and smelting the 
ores, and production of tetrachloride of the desired specifications and 
cost. ‘To assist in this work, the General Services Administration 
was authorized by the Office of Defense Mobilization to negotiate a 
development contract with the Bureau of Mines, which was entered 
into on September 30, 1955. 


Execrric Power 


Your committee has repeatedly emphasized that industrial produc- 
tion must be backed by an adequate and unfailing supply of electric 
power, one of the vital resources of the country for which there is 
no present substitute. 

On November 12, 1954, the Director of the Office of Defense Mobili- 
zation issued Defense Mobilization Order I-13, delegating to the Sec- 
retary of the Interior responsibility for the development of prepared- 
ness measures relating to electric power. The order provided that 
such preparedness measures be undertaken within a work program 
consistent with the defense mobilization assumptions and objectives 
for the Government as a whole, and that the work program be sub- 
mitted to the Director of the Office of Defense Mobilization for review 
to assure such consistency. 

Electric Power Goal No. 55, as revised and issued on August 26, 
1952, called for the installation of 41 million kilowatts of new gen- 
erating capacity in class I utility systems, or a total of 116 million 
kilowatts by the end of 1955, and 1 million kilowatts for certain de- 
fense related projects in 1956. The Department of the Interior 
reports that present indications are that the total installed capacity 
by the end of 1955 will slightly exceed 116 million kilowatts. 

On December 3, 1953, the Director of the Office of Defense Mobiliza- 
tion temporarily placed the electric-power goal on the suspended list 
(Order VII-6). On July 29, 1954, the Acting Secretary of the In- 
terior recommended to the Director of the Office of Defense Mobiliza- 
tion that the goal be closed, with certain minor exceptions, in response 
to a request for a reexamination of the power situation. The Depart- 
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ment of the Interior considered that marginal reserves were suflicient, 
under the then assumed circumstances of partial mobilization, to meet 
the needs of all regions, with the possible exception of the Pacific 
Northwest. During conferences in March and early April of this 
year between officials of the Office of Defense Mobilization and the 
Department of the Interior, agreement was reached that planning 
should be premised on, not partial, but full mobilization, which would 
then be in accord with other defense planning. 

On April 15, 1955, the Director of the Office of Defense Mobilization 
announced in a hearing before this committee his decision, with the 
concurrence of the Department of the Interior, to reopen and update 
the expansion goal for electric Beh The objective was placed at 150 
million kilowatts of capacity by the end of 1958, representing an in- 
crease of about 34 million kilowatts over the capacity anticipated by 
the Department of the Interior as of December 31, 1955. Dr, Flem- 
ming stated that this goal represented the best current judgment as to 
what would be required in the event of mobilization. 

On August 11, 1955, Electric Power Goal No. 55, along with 37 other 
goals, was placed on the suspended list by the Director of the Office of 
Defense Mobilization pending review to determine whether adequate 
productive capacity exists to meet defense mobilization needs. This 
goal was reopened September 29, 1955. 

Numerous inquiries have been made on behalf of the committee over 
an extended period of time as to whether progress is being made on a 
study of the needs for electric power under wartime conditions. This 
interest has been based on the belief that the needs for electric power 
in time of war are not known, that electric power is vitally necessary 
for industrial production, that there is no present substitute for elec- 
tric power, that plans must be made far in advance of actual use, and 
that part of our facilities would be destroyed in the event of an attack. 

On January 13, 1954, the Director of the Office of Defense Mobiliza- 
tion wrote the Secretary of the Interior that there was a current need 
for a program for electric power facilities in case of war, and further 
stated that his office had received requests for preparation of such a 
program from the National Security Council and made reference to 
the inquiries which had been made by this committee as to what plans 
were being made for this essential item of defense. Dr. Flemming 
also stated that the Government’s program would require revision in 
the light of the new attack damage factor, and requested that the 
Department of the Interior assume leadership in this project. On 
April 7, 1954, the Director of ODM wrote a similar letter indicating 
his special interest in an up-to-date electric power study and requested 
a program for electric power facilities in case of war. Early in the 
year the Director of the Office of Defense Mobilization reported to the 
committee that steps have been taken to obtain further power studies 
to indicate the probable mobilization base requirements under bomb 
damage assumptions. In a hearing on June 9, 1955, before this 
committee, inquiry was made of Mr. Edward D. Frye of the De- 
partment of the Interior as to what our needs for electricity would be 
in case of all-out war, and he stated that this is not known because the 
necessary data and information are not available. 

The Office of Defense Mobilization currently reports that a study, 
chaired by the Department of the Interior, with representatives from 
the Office of Defense Mobilization, Department of Defense, and De- 
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partment of Commerce participating, is a underway to evalu- 
ate the power situation in the Niagara area in the event of an attack 
in that area. 

In the preparation of this report, the comments of the Assistant 
Secretary of Defense, Properties and Installations, was requested re- 
garding national electric power supply and requirements in case of 
war. By letter dated October 10, 1955, he replied as follows: 


ASSISTANT SECRETARY OF DEFENSE, 
PROPERTIES AND INSTALLATIONS, 


Washington 25, D. C., October 10, 1955. 
Mr. Harortp J. WARREN, 


Clerk and Counsel, Joint Committee on Defense Production, 
Congress of the United States. 


Dear Mr. WarkEN: In response to your request of September 23, we would 
like to offer the following comments regarding national electric power supply and 
requirements in case of war. 

As you know no estimate has been recently made of the amount of electric 
power capacity that would be needed in case of war and a study is required, par- 
ticipated in by industry and Government. This study would provide Govern- 
ment agencies dealing with power a sounder knowledge of requirements and 
eliminate many of the factors that presently must be based on guess alone. 
Thus any comments we make are opinions based on our experience. 

The experience gained from World War II and the Korean conflict leads us 
to the conclusion that if production is not to be restricted or curtailed during 
war, we should provide in peacetime a sufficient margin of capacity to meet 
wartime production goals while constructing only a minimum of new capacity 
after hostilities begin. 

An adequate and reliable source of electric power is of prime importance to 
our defense effort. The increased use of electronic and electrical equipment at 
military installations, though not a large factor in relation to the total power 
requirement, has developed a greater need for a guaranteed source. Distribution 
becomes a factor of equal importance with quantity. 

We would be glad to furnish any further comments that you may require. 

Sincerely yours, 


FRANKLIN G. FLOETE. 

Since our productive capacity is dependent upon electric power, it 
is necessary that the best information available be developed as to the 
amount of electric power which would be required in the event of war 
with adequate consideration given to the extra margin which would 
be required to provide insurance against probable attack damage. 

Adequate reserves of electric power are necessary to assure the 
availability of an unfailing supply. The Director of the Office of 
Defense Mobilization reported in the Fourth Annual Report of this 
committee that 15 percent is the margin generally accepted by the 
electric utility industry as needed to maintain a reasonable standard 
of service in peacetime. Dr. Flemming further stated that it would 
appear desirable to plan for a somewhat higher objective for use in a 
mobilization emergency. At a hearing before this committee with 
respect to the activities of the Department of the Interior on electric 
power on June 9, 1955, the question arose as to whether our needs can 
be measured in terms of eleetric power reserves for the Nation as a 
whole, or whether our needs must be measured in terms of reserves 
available in each region. A recent report of the Federal Power Com- 
mission reveals the indicated electric power reserve for December 
1958 to be 13.6 percent for the entire country. However, an examina- 
tion of this average reserve for the country reveals the highest indi- 
cated reserve for December 1958 to be 40.4 percent for region V and the 
lowest indicated reserve to be 5.9 percent in region III. The Depart- 
ment of the Interior reported in the hearing referred to above that 
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electric utility operations in many areas of the country are today on a 
pool basis and frequently there is an interchange of power. A factor 
in the cost of the transmission of power between regions would be the 
resulting line losses. During the year the Chief, Division of Electric 
Resources and Requirements of the Federal Power Commission, pre- 
pared typical figures for the committee for 110-kilovolt, 220-kilovolt, 
and 330-kilovolt transmission lines carrying power at normal and half 
normal rating for selected distances up to 300 miles. For a full load 
on the 330-kilovolt transmission line the percentage loss was esti- 


mated at 3.9 percent for 100 miles, 4.7 percent for 200 miles, and 6 
percent for 300 miles, 


Report AND RECOMMENDATIONS OF CoMMITTEE ON Loans TO UNITED 
Srates Trin Corr., anp Action oF DEPARTMENT OF THE INTERIOR 
anp GSA on RecoMMENDATIONS 


In July 1954, your committee heard 30 witnesses covering the activi- 
ties of the United States Tin Corp. (Lost River, Alaska) and the 
administrative procedures of the various Government agencies which 
participated in recommending and approving loans to the United 
States Tin Corp., and a committee report was issued on January 5, 
1955. The hearing was summarized in the previous annual report, but 
recommendations were made in the report in connection with the 
administration of the program. 

From May 15, 1951, to October 7, 1954, the United States Tin Corp. 
received the sum of $2,894,575.92 in Government loans, Government- 
guaranteed loans, and exploration funds. During the same period 
the production of tin and tungsten amounted to approximately one- 
tenth of the total amount of funds advanced. The Government 
advanced funds at a time when the company was indebted for the entire 
$250,000 purchase price of its mining property, $14,000 having been 
advanced by the company president and $236,000 remaining due on an 
option to purchase contract. The $236,000, less a discount for cash, 
was paid from the above Government-advanced funds. A financial 
statement filed within 2 months prior to the date of the first applica- 
tion for tax purposes set forth an earned surplus deficiency of $10,- 
533.88, and a GSA auditor testified that if the company had been 
liquidated in the period in which the Government got into the loan 
it would still owe money. The United States Tin Corp. failed to 
maintain proper records. Although the production during the period 
covered. by the investigation was about one-tenth of the loans and 
exploration funds made available by the Government to the United 
States Tin Corp., an analysis of such records as were available indi- 
cated that some of the directors made thousands of dollars from the 
ae tin stock, and that stock was held by approximately 300 stock- 

olders. 

The application for assistance which was filed by Mr. H. R. Fisch- 
naller, president of the United States Tin Corp., on behalf of that 
company, set forth misrepresentations of material facts, including 
the basic requirements of water supply, the road to the mine, and the 
buildings and housing. The United States Tin Corp. was obligated 
under its outstanding lease agreement with the owners of the mine 
property to construct a mill of 100-ton-per-day capacity at the time 
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of entering into negotiations with the Government for the construction 
of a 24-ton-per-day mill. 

Numerous Government agencies had a part in either recommendin 
or administering the loans, and there was an indefinite division o 
those responsibilities. A typical result of this indefinite division of 
responsibility was the failure of any agency to check the title of the 
property prior to the advancement of funds under the V-loan, and 
the failure of any Government agency to ascertain that the United 
States Tin Corp. held its lease under an outstanding contract which 
was inconsistent with the contract. entered into with the Government. 
The many irregularities which existed on the part of the United 
States Tin Corp. from 1950 to 1954 also raised serious questions with 
respect to the administration of the loans. 

he Office of Defense Mobilization relied on a variety of temporary 
agencies for the formulation and execution of necessary programs. 
The Defense Production Administration, working under the direction 
of the Office of Defense Mobilization, had the responsibility of pro- 
moting the necessary expansion of productive capacity and supply, 
and it looked to the Defense Minerals Administration within the De. 
partment of the Interior to recommend metal and mineral expansion 
programs. The necessary contracts to carry out these programs were 
then negotiated and administered by the General Services Adminis- 
tration. 

The Defense Minerals Administration, in addition to recommend- 
ing mineral and metal expansion programs, considered that it had the 
responsibility to keep the project under close observation for action 
on future proposals for financing production expansion. It was the 
Non-Ferrous Metals Committee, within the Defense Minerals Admin- 
istration, Department of the Interior, which reviewed the application. 
Mr. Charles W. Merrill was acting chairman of the Non-Ferrous 
Metals Committee when the application was filed, which was in addi- 
tion to the responsibilities which he had as an official of the Bureau 
of Mines. The Defense Minerals Administration in Washington, and 
its Non-Ferrous Metals Committee, was dependent upon the Alaska 
field team for information at the Lost River mine. Mr. Sinclair H. 
Lorain was regional director of the Bureau of Mines office for Alaska, 
Juneau, Alaska, and chairman of the Alaska field team at the time 
the application was filed; and is presently reported to be serving the 
Bureau of Mines as assistant regional director in Alaska, his opera- 
tions being a part of the regional office of the Bureau in Albany, 
Oreg. 

Corrttapindsice indicates that a meeting was held on November 10 
to 13, 1950, at the offices of the United States Tin Corp. in connection 
with a proposed loan application, and that S. H. Lorain and J. H. 
Herdlick of the Bureau of Mines attended. The first application for 
a loan was dated November 18, 1950, and in the form of a letter writ- 
ten by Mr. H. R. Fischnaller and addressed to Mr. James Boyd, 
Director of the Bureau of Mines. The application mentioned that 
Mr. Lorain and Mr. Herdlick had assisted with the preparation. A 
revised application dated February 14, 1951, was filed on Form NSRB 
No. 146. Mr. Lorain wrote Harry R. Fischnaller, president of the 
United States Tin Corp., on January 17, 1951, and suggested that he 
get in touch with Mr. ‘Kenneth J. Kadow if he returned to Washing- 
ton for the purpose of expediting his application, stating that Mr. 
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Kadow knows his way around Washington and had told him that he 
would be most happy to assist Mr. Fischnaller. A few days there- 
after, according to the testimony of Mr. Charles W. Merrill, then 
chairman of the Non-Ferrous Metals Committee, Mr. Kadow called 
at Mr. Merrill’s office and stated that this was a great opportunity for 
the Department of the Interior to carry out its broad objective of 
developing Alaska, and expressed the hope that the United States Tin 
Corp. application would receive full consideration. Mr. Kadow was 
the Alaska representative of the Secretary of the Interior at the time 
he attended several conferences, and almost simultaneous with the 
signing of the contract he resigned his position to become manager of 
the United States Tin Corp. 

The Non-Ferrous Metals Committee, DMA, Department of the In- 
terior, forwarded the application to the Alaska field team for an in- 
vestigation and recommendation, Mr. S. H. Lorain being the executive 
officer of the field team. The report of the Alaska field team recom- 
mended a 100-ton daily operation. After several conferences, the 
Non-Ferrous Metals Committee, DMA, issued a report dated Febru- 
ary 26, 1951, recommending assistance on a modified basis, including 
a purchase contract, a V-type loan of $374,427.78 for operating ex- 
penses to carry the project to a commercial production level, and 
smaller new equipment to consist essentially of a 1-ton-per-hour con- 
centrator, surface plant for underground operation and underground 
haulage and drilling equipment. 

The report of the Nonferrous Metals Committee set forth very 
definite reasons for reducing the recommendation of the Alaska field 
team from a 100-ton daily operation to the smaller pilot plant opera- 
tion (24 tons per day), which were as follows: 

The lode mine part of the program is essentially a pilot plant operation 
(1) to determine the metallurgy for maximum recovery; (2) to permit the 
development of stopes from which an expanded tonnage may be assured; (3) 
to permit the development of underground sources of ore for a millfeed of 
controllable grade from an apparently spotty ore body; (4) to permit the devel- 
opment of a reliable management and labor force in one of the most isolated 
and sparsely populated mining areas in the United States; (5) and to permit 
other investigations in geology, mining, and metallurgy for profitable expansion. 
The field team had indicated a 100-ton or 1,000-ton (daily) operation should be 
considered, but the intermediate step of a smaller mill is injected by the Com- 
mittee because it believes that the more cautious approach by providing time for 
the development of a labor force and stoping areas as well as metallurgical 
experimentation will not materially delay the delivery of tin and tungsten in 
quantity. 

The determination of the Nonferrous Metals Committee for the 
construction of the smaller mill was carried out by the Emergency 
Procurement Service of GSA in entering into a contract with the 
United State Tin Corp. dated March 23, 1951, in language as follows: 

The contractor agrees to develop and expand its mining property at Seward 
Peninsula in Alaska by the installation of a concentrating mill having the 
capacity to process 1 ton of ore per hour and all other facilities necessary to 
mine, mill, and ship bulk concentrates containing tin and tungsten in sufficient 
quantities to deliver tin metal therefrom of the grade specified herein at the 
rate of 141,120 pounds per year and tungsten concentrates therefrom of the 
grade specified herein at the rate of 1,400 short-ton units of contained tungsten 
per year. 

After the Nonferrous Metals Committee had issued its report and 
set forth very definite reasons for maui the size of the mill to a 
pilot operation, Mr. S. H. Lorain wrote a letter and stated that the 
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roject should either be denied or placed on the basis of 100 tons per 

ay. A few days thereafter Mr. Lorain contacted Mr. Charles W. 
Merrill, Chairman of the Nonferrous Metals Committee, and again 
put forth the same argument, and Mr. Merrill testified that he at- 
tempted to enlighten him on the broader views which had been fol- 
lowed, but after the conference he was not certain that he had per- 
suaded Mr. Lorain of the wisdom of the Washington decision, and 
a letter was written to Mr. Lorain in order to have it crystal clear 
that Washington had not changed its views. Mr. Lorain was described 
in correspondence as being unhappy with the determination of the 
Nonferrous Metals Committee, and later wrote a letter in which he 
spoke of his complaint about the arbitrary revision of field programs 
by those not familiar with the field conditions. 

Instead of carrying out that provision of the contract which had as 
its specific purpose the operation of a pilot plant (24 tons per day 
mill) until such time as actual ore reserves and metallurgical experi- 
ments proved the feasibility of a commercial operation, the incoming 
manager of the United States Tin Corp. immediately set out to install 
a commercial mill by making use of available funds to purchase used 
equipment of 100 tons per day capacity. 

Mr. Kenneth J. Kadow referred in correspondence to a meeting 
that was held in Seattle, Wash., on or about March 29, 1951, between 
company officials and DMA personnel, at which, according to Mr. 
Kadow, the United States Tin Corp. demonstrated with detailed facts 
and figures that a 100-ton mill could be installed for the same expendi- 
ture contemplated for the smaller mill if reconditioned machinery 
could be used. Mr. Lorain stated that two of his men did attend a 
meeting in Seattle to discuss the purchase of equipment for the 24-ton 
mill, but that he did not think any of them could say whether a 100- 
ton mill was discussed at the meeting. Mr. Lorain interpreted the 
Seattle meeting to be a casual interview which would not require a 
formal report by Mr. Herdlick and Mr. Wells. However, in connec- 
tion with the installation of the 100-ton mill, a pertinent interoffice 
communication appeared in the office of the Denver Equipment Co. 
dated April 6, 1951, in which the statement was made that Mr. Wells 
came to the Denver office the previous day, which time would have been 
approximately 1 week after the Seattle meeting. The interoffice com- 
munication contained the following language with respect to the 
100-ton mill: 


The process to be used on handling the tin and tungsten recovery in the 100-ton 
mill in Alaska was discussed at length, and a decision reached as to the recom- 
mended flow sheet. In approximately 1 week our quotation will be forthcoming 
on the complete 100-ton plant which we would recommend * * *. I personally 
doubt very much that this company can mill on a 100-ton basis at 1 percent and 
less tin and still come out economically, taking into account the fact that they 
must operate in such an obsolete place and may or may not be able to operate 
the year round. But this is neither here nor there as from the information given 
to me the United States Government has already sponsored them with a few 
dollars, but this was to be used for a 25-ton plant, whereas the boys were for- 
merly interested in a 1,500-ton plant and now are trying to settle for a 100- 
ton plant. 


It was acknowledged by Mr. Lorain that some time after the Seattle 
meeting his office worked up a flow sheet for such equipment as the 
United States Tin Corp. had or =, th to have, and that he and 
Mr. Kadow discussed the equipment being installed, although he said 
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that he did not remember what Mr. Kadow had told him. In less 
than 3 months after the Nonferrous Metals Committee had determined 
that a pilot mill be installed, Mr. Lorain wrote a letter to the Supply 
Division of DMA stating that he was pleased to be able to report that 
he thought that most of the handicaps had been overcome at that end 
which were imposed by the downward revision of the loan, and a 
further statement was made in the letter that the United States Tin 
Corp. had consulted them (Bureau of Mines, Juneau) with regard 
to every move that had been made. 

It was concluded in the report of this committee that there were 
numerous Government agencies which had a part in recommending 
or administering the application and loan, and that ineffective admin- 
istration resulted in part from an indefinite division of responsibility. 
With respect to the functions of the Department of the Interior, it 
was a further conclusion of the report that the Juneau office of the 
Bureau of Mines cooperated with the United States Tin Corp. in its 
determination to purchase and install a mill of 100 tons per day 
capacity in violation of a provision of the contract and in violation 
of the determination of the Nonferrous Metals Committee, Depart- 
ment of the Interior, Washington, D.C. It was the recommendation 
of the committee that the Department of the Interior review the rec- 
ords of individuals within the organizations who failed to carry out 
assigned duties and to properly safeguard the interest of the Gov- 
ernment, and that corrective action be taken. 

The action taken by the Department of the Interior with respect to 
the recommendation is set forth in a report to the chairman dated 
October 20, 1955, from Mr. D. Otis Beasley, administrative assistant, 
Secretary of the Interior, as follows: 


SUPPLEMENTAL Report AS TO EMPLOYEE CONDUCT AND RELATED RECOMMENDATIONS 


United States Tin Corp., Lost River Mine, Alaska—Docket No. DMPA-2228 (tin), 
Contract No. Idm-—E391, amended 


The Department of the Interior has properly limited its consideration of this 
subject to employees wholly within the Department's jurisdiction. No effort 
has been made to evaluate the possible criminal aspects of conduct on the part 
of the United States Tin Corp. or any of its agents. That is a matter now before 
the Department of Justice. 

As to the employees on the rolls of the Department who had a continuing and 
active participation in this project, attention has been focused almost entirely 
upon Mr. Sinclair H. Lorain, who, as regional director of the Bureau of Mines, 
stationed in Juneau, Alaska, was necessarily required to represent the Depart- 
ment in the United States Tin Corp. contract operations conducted in that area. 
Hearings of the Joint Committee on Defense Production and investigative find- 
ings presented to that committee have emphasized the role played by Mr. Lorain. 
It is true that other employees of the Bureau of Mines in Alaska have from time 
to time been named in testimony before the committee. It is recognized, how- 
ever, that such employees were in a subordinate capacity and that their activities 
were a part of Mr. Lorain’s management responsibilities. It follows, therefore, 
that our considerations are appropriately confined to Mr. Lorain’s conduct as a 
representative of this Department, operating in relation to a new program of 
emergency nature in connection with which basic interagency relationships were 
not completely crystallized. 

There can be no doubt that Mr. Lorain’s activities were greatly influenced by 
general advice given him in complete good faith to the effect that he should seri- 
ously occupy himself in securing the objectives of the project by assisting wher- 
ever possible in achieving rapid accomplishment of the quest for much-needed 
tin and information in relation to tin resources. A thorough study of the case 
leaves no doubt that Mr. Lorain devoted himself conscientiously along these lines. 
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Operating conditions in the area are such that the movement of equipment and 
supplies must be accomplished during a brief portion of the operating year. 
This situation required certain immediate on-the-spot decisions by the Govern- 
ment representative. It is possible that Mr. Lorain erred in arrogating to him- 
self the authority to make some of such decisions. At the same time we feel bound 
to recognize that the atmosphere which surrounded this entire program was such 
as to encourage unusual initiative by the Bureau of Mines’ representative at the 
site and we might very well have been critical of a failure to exercise initiative. 

One of Mr. Lorain’s decisions selected for criticism concerned the purchase 
of a larger mill unit than was originally planned. This decision was subsequently 
confirmed by the General Services Administration and the record indicates that 
the availability of the equipment of larger capacity saved time. The time factor 
was basic during that period. 

The record provides inferences of irregularities on the part of Mr. Lorain in 
his relationship with Mr. Kadow. These inferences have encouraged speculation 
as to the integrity of Mr. Lorain and the objectivity of his judgment. At no 
point in the entire record, however, can it be disclosed that Mr. Lorain received 
a personal benefit to any extent whatsoever by his persistent efforts to make the 
project a success. There is absolutely no showing that Mr. Lorain was in any 
way motivated by the prospect of future reward. 

A study of the facts brought out in the committee hearing would indicate that 
corporation management distorted some of the efforts of Mr. Lorain. This dis- 
tortion appears most frequently in internal communications passing between 
various corporation agents. Such communications purport to ascribe to Mr. 
Lorain motives and intentions which were never translated into action nor 
were they further substantiated. It would appear that the real purpose of 
these communications with their apparent exaggerations was to bolster the 
spirit of internal management during a period in which many unforeseen obsta- 
cles to the corporation program were being encountered. 

The point that appeals to us in this analysis, however, is that what the cor- 
poration said as opposed to what Mr. Lorain did was something entirely outside 
of Mr. Lorain’s control. Generally appraised, Mr. Lorain’s conduct may be 
criticized only as to what might be interpreted in some quarters as excessive 
enthusiasm. This was an enthusiasm engendered by the element of exigency 
which pervaded the entire exploration effort during that period. The Depart- 
ment cannot fairly conclude that there is any evidence of misconduct by Mr. 
Lorain which would justify censure or discipline. While his judgment may not 
have been perfect, it was exercised under conditions of ambiguity as to his 
personal authority and in the spirit of emergency already mentioned. We 
cannot find that the interests of the Government were adversely affected by 
any actions on this employee’s part. 

In the period which has intervened since this project was active, all of the 
agencies having responsibility in the program have clarified lines of authority 
and stabilized procedures. These arrangements should preclude the possibility 
of a recurrence of the United States Tin Corp. situation in Alaska or any other 
area. 

At this time Mr. Sinclair H. Lorain is serving the Bureau of Mines in a 
responsible capacity as assistant regional director in Alaska, his operations being 
a part of the administration of the regional office of the Bureau in Albany, 
Oreg. We find no basis for discrediting or disqualifying Mr. Lorain in his present 
position. 


The recommendation for a small pilot mill was carried forward 
into the contract entered into between the United States Tin Corp. 
and the General Services Administration, and it appears to have 
been largely the responsibility of the General Services Adminis- 
tration to administer the contract thereafter. 

Those who were charged with the administration of the loan 
failed to maintain a knowledge of the type equipment being in- 
stalled, thereby permitting the installation of commercial equip- 
ment rather than pilot mill equipment. Although the action by 
the United States Tin Corp. was in direct conflict with the objec- 
tive of fo pyle and experimentation, when officials within GSA 
and DMPA gained knowledge of this apparent breach of contract 
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no effective action was taken. The failure to take effective action 
resulted in an expenditure of increased funds for housing, power, 
water supply, roads and equipment. Hundreds of thousands of 
dollars in additional Government funds were expended for these 
purposes. Although the contract constituted the authorization for 
the payment of funds for the 1-ton-per-hour equipment, the larger 
plant was purchased rather than the smaller plant. 

It appears from the testimony that either Mr. J. S. Nicoll or 
Mr. R. D. Mason, or both, had charge of the United States Tin 
Corp. case for the Credit and Finance Division of the General 
Services Administration during most of the period covered by the 
investigation. At the time of the hearing Mr. Mason had trans- 
ferred to another agency. Mr. Nicoll has continued in the employ 
of the General Services Administration. Mr. Walter Day handled 
the case for the Credit and Finance Division of GSA prior to October 
1951. 

Mr. J.S. Nicoll admitted at the hearing that Mr. Kenneth J. Kadow 
telephoned him at his home and wrote him personal letters concerning 
United States Tin Corp. business, which were not included in the 
files of the General Services Administration. Mr. Nicoll testified that 
he usually acknowledged these letters, but he stated that he could not 
produce copies of Mr. Kadow’s letters or his replies. 

Mr. J. S. Nicoll acknowledged in his testimony that he was sympa- 
thetic with the United States Tin Corp. and sympathetic with Mr. 
Kenneth J. Kadow, as an individual, and that he was relieved of 
handling the United States Tin Corp. case in October 1953, and he 
believed that he was taken off the case because it was felt that he was 
too closely associated with Mr. Kenneth J. Kadow. Both Mr. Nicoll 
and Mr. Mason went out with Mr. Kadow socially, and Mr. Nicoll 
stated that the purpose was generally to obtain additional information. 

When it was pointed out to Mr. Nicoll at the hearing that an analysis 
which he made of the United States Tin Corp. tended to minimize 
the costly delays and basic problems that might continue to be costly, 
his explanation was that most of the people to whom copies were 
directed and most of the people working on the case were well aware 
of the delays. Mr. Nicoll referred to the mill starting in June in 
one of his reports, but actually the mill ran for a test run of only a 
few days. Mr. Nicoll prepared an analysis of the United States Tin 
Corp. dated March 10, 1953, in connection with the application for an 
advance of Government funds of $1,300,000, and stated that the 
Government would be little worse off in July 1954 as compared to 
July 1953, but acknowledged at the hearing that the Government was 
approximately $800,000 worse off in July 1954 than in July 1953. The 
hearing did not produce any recommendation which was made by 
Mr. Nicoll or Mr. Mason which was adverse to any advance of funds 
made to the United States Tin Corp. 

The committee staff has been advised that Mr. Nicoll continues to 
make recommendations in his position with the General Services Ad- 
ministration, but was further advised that all current Defense Pro- 
duction Act contracting and advancing of funds is handled by a 
special staff within the Office of the Comptroller. 

Although Mr. Homer Mann, engineer for DMPA, had written a 
report dated December 27, 1951, stating that it should have been 
obvious that a 100-ton mill could not be installed from the funds 
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available for the 1-ton-per-hour mill provided for in the contract, due 
to increased costs for housing and equipment, the reasoning in GSA 
was as follows: 

Mr. Robert D. Mason testified that he thought he found out that a 
100-ton mill was being installed on or about October 8, 1951, and 
further stated : 

3ut I want to tell you this, that to me it was a favorable thing rather than 
unfavorable, that they had enough business judgment to go in there and see 
a pilot operation would not ever make this thing a success. 

Mr. Mason testified that he discussed this matter with Mr. P. W. 
Jordan, Mr. Homer Mann, and Mr. Weston Bourret. Mr. Mason 
acknowledged that he knew that the contract provided for a 1-ton- 
per-hour mill, but that he did not consider this to be a material breach 
of the contract, and not being a lawyer or engineer he thought it 
was a point in favor of the operation at that particular time. 

Mr. Irving Gumbel testified that in September 1951, he became 
assistant to the Administrator of DMPA, and indicated that the in- 
stallation of the 100-ton mill came to his attention in November 
1951. He took the position that the language in the contract referring 
to a mill of 1-ton-per-hour capacity may have been interpreted to be 
a minimum of 1-ton-per-hour capacity. He did not remember that 
anyone in GSA or DMPA ever took up the matter of the violation of 
the terms of the contract with respect to the 100-ton mill with the 
United States Tin Corp. 

Mr. H. C. Maull, Jr., Director of the Purchase Division of the 
Emergency Procurement Service, GSA, stated that he first learned 
that the United States Tin Corp. was installing a 100-ton-per-day mill 
on October 10, 1951, and he did not take any action because it had 
already been installed. 

Mr. P. W. Jordan, credit and finance officer, GSA, testified that 
he believed that he knew of the installation of the 100-ton mill in the 
fall of 1951, that he received this information from Mr. Kenneth J. 
Kadow when additional financing was discussed, and that Mr. Kadow’s 
explanation was that the obligation under the contract to construct a 
1-ton-per-hour mill did not prohibit them from constructing a larger 
mill. When asked if he took any action, he replied that he had no 
advice that such action was in violation of the loan agreement, and 
further stated that there was no presentation by the contractor that a 
100-ton mill had been put up, and continued by stating “Our files 
indicate merely that it came to our attention at that time in the course 
of discussion.” 

With respect to the General Services Administration, it was con- 
cluded in the report of this committee as follows: 

1. That there were numerous Government agencies which had a part 
in recommending or administering the application and loan, and that 
ineffective administration resulted in part from an indefinite division 
of responsibility. 

2. That the General Services Administration entered into the con- 
tract on behalf of the Government and thereby assumed a correspond- 
ing administrative obligation. 

3. That the General Services Administration first erred in failing 
to maintain a knowledge of the t of equipment being installed, 
thereby failing to prevent the installation of commercial equipment to 
the exclusion of pilot-mill equipment, contrary to the terms of the 
contract and at an increased cost to the Government. 
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4, That the General Services Administration failed to notify the 
United States Tin Corp. that the company was in default upon receiv- 
ing notice that a 100-ton mill had been installed, continued to advance 
funds to the United States Tin Corp., and thereby permitted the 
contractor to take advantage of the company’s own wrong. 

5. That the Credit and Finance Division of GSA did not challenge 
the company’s interpretation of the provision of the contract relatin 
to the size of the mill, and thereby ignored the nes apie of a pilot-mil 
operation and the intent of the parties signing the contract, which in 
effect modified the language of the contract relating to the size of the 
concentrating mill. 

6. That the United States Tin Corp. and its president, Mr. Kenneth 
J. Kadow, had the benefit of a sympathetic interest within the General 
Services Administration, and that this sympathetic interest and 
friendship was accompanied by favorable reports which largely 
ignored engineering opinion and basic facts. 

Your committee, in issuing its report on January 5, 1955, made 10 
recommendations. Recommendations Nos. 2, 3, 4, 5, 6, 7, and 8 relate 
to the administrative activities of the General Services Administra- 
tion. The recommendations are as follows: 

1. That the hearing and report of loans extended to the United 
States Tin Corp. be made available to the Attorney General of the 
United States for review and such action as he considers advisable. 

2. That Government agencies recognize that the management of 
the United States Tin Corp. has failed to safeguard properly the 
interest of the Government in the expenditure of Government funds. 

3. That the General Services Administration and the Department 
of the Interior review the records of individuals within their organiza- 
tions who failed to carry out assigned duties and to properly safeguard 
the interest of the Government, and that corrective action be taken. 

4. That the General Services Administration make a review of the 
following and determine whether there is a collectible deficiency : 

(a) The inventory of tin and tungsten concentrates on hand or in 
the _— of being sold on the date the guaranty agreement was 
signed ; 

(6) A determination as to the bank loans, bills, and trade accounts 
payable on the date the guaranty agreement was signed; 

(¢c) A determination as to the amount of cash deposited with the 
United States Tin Corp. by H. R. Fischnaller on the date the guaranty 
agreement was signed and thereafter ; 

(d) That in the event tin and tungsten concentrates held on May 
15, 1951, were not adequate to pay bank loans, bills, and trade accounts 
payable, and in addition provide $60,000 in cash working capital, that 
a determination be made as to the amount of that deficiency ; 

That when such deficiency has been determined, that the terms of 
the guaranty agreement dated May 15, 1951, with respect to restoring 
such deficiency by H. R. Fischnaller from sources outside of the 
corporation be complied with if collectible. 

5. That the responsibilities of each office performing functions under 
the Defense Production Act be clearly defined. 

6. That greater care be exercised in investigating credit, title to 

roperty, the experience and responsibility of applicants for Defense 
oduction Act funds. 
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7. That greater care be exercised in carrying out contractual provi- 
sions in the disbursement of funds; and that the responsibility for 
entering into contracts, for amending the provisions of contracts, and 
for the disbursement of funds be clearly defined. 

8. That the General Services Administration review the stock pro- 
motion phases of the United States Tin Corp. hearing with the view 
of affording adequate protection to the public in the lending of Defense 
Production Act funds. 

9. That a copy of the hearing and report be made available to the 
Securities and Weshahas Commission for its information with respect 
to the sale of stock. 

10. That copies of the printed hearing and report on United States 
Tin Corp. loans be made available to all interested Government 
agencies for review. 

The action taken by the General Services Administration with re- 
spect to the recommendations set forth in the report of the committee 
are contained in a letter and accompanying report dated November 29, 
1955, from Mr. Edmund F. Mansure, Administrator of the General 
Services Administration, to the chairman of the committee. The 
letter and report are as follows: 


GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. C., November 29, 1955. 
Re United States Tin Corp. 
Hon. Paut Brown, 
Chairman, Joint Committee on Defense Production, 
House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN Brown: In its Defense Production Act Progress Report 
No. 29 on United States Tin Corp. loans, dated November 17, 1954, the Joint 
Committee on Defense Production made 10 recommendations, 7 of which per- 
tained to this agency. 

Attached is a statement covering recommendations 2 through 8 and setting 
forth the action taken by GSA with respect to each of those recommendations. 

This matter has received careful consideration and attention for many months, 
during which time several conferences have been held with your committee staff 
and written progress reports have been submitted. 

In transmitting this final report we wish to express our appreciation to the 
committee for the hearings it conducted and the excellent cooperation and assist- 
ance we have received from its staff. This has been helpful to us not only in the 
windup of the United States Tin project but also in our reappraisal of policies 
and procedures in providing contractors assistance under the Defense Production 
Act. 

Cordially yours, 
Epmunpb F.. MANSURE, 
Administrator. 
Enclosure. 


STATEMENT OF ACTION TAKEN sy GSA Wits Respect to THosrE RECOMMENDA- 
TIONS CONTAINED IN THE REPORT OF THE JOINT COMMITTEE ON DEFENSE PRo- 
DUCTION ON THE UNITED States TIN Corp. ProJecr WuHicH PERTAIN To THIS 
AGENCY 


In its Defense Production Act Progress Report No. 29 on United States Tin 
Corp. loans, dated November 17, 1954, the Joint Committee on Defense Production 
made 10 recommendations, 7 of which pertain to General Services Administra- 
tion. Listed below are the subject recommendations and the action taken by 
this agency pursuant thereto: 


Recommendation No. 2 


“That Government agencies recognize that the management of the United 
States Tin Corp. has failed to properly safeguard the interest of the Govern- 
ment in the expenditure of Government funds.” 
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As previously advised in our progress report transmitted to the committee 
under date of December 28, 1954, GSA effected a satisfactory change in the 
management of the corporation during late 1954 with the election of new officers 
in the positions of president, vice president, and secretary-treasurer. 

Since July 1954 each disbursement of Government advances has been carefully 
reviewed by our Seattle region and all checks countersigned by a representative 
of that office. All unnecessary expenses such as the Juneau office have been 
eliminated. Also, our Seattle regional director or his designee has attended 
meetings of the board of directors of the corporation since that time. These 
steps have provided proper safeguards in the expenditure of Government funds. 


Recommendation No. 3 


“That the General Services Administration and the Department of the 
Interior review the records of individuals within their own organizations 
who failed to carry out assigned duties and to properly safeguard the interest 
of the Government and that corrective action be taken.” 

In a progress report transmitted to the staff director of the committee under 
date of May 20, 1955, we advised that the Administrator had assigned to the 
Board of Review of GSA the function of reviewing the records of employees of this 
agency who performed assigned duties in connection with the subject contract 
prior to the hearings held by the committee in July of 1954, and reporting to the 
Administrator whether or not any individual or individuals in GSA failed (1) 
to carry out their assigned duties and (2) to properly safeguard the interests of 
the Government. 

After long and careful review and consideration of all documents, files, and 
other information made available to it, and the information contained in the 
transcript of the hearings held by the Joint Committee on Defense Production, 
and information furnished by GSA employees and former employees who were 
interviewed and questioned in connection with this matter, the Board of Review 
submitted the following findings to the Administrator : 

1. That the devision of authority between the Department of the Interior, the 
General Services Administration, the Defense Production Administration (later 
the Office of Defense Mobilization), the Defense Materials Procurement Admin- 
istration, and the Board of Governors of the Federal Reserve bank for the nego- 
tiation, execution, and administering of contracts such as this created doubt and 
uncertainty as to the exact responsibility of each agency; and 

2. That under existing Executive orders agreements then in effect the GSA had 
no alternative but to rely on the technical investigations and recommendations of 
the DMA of the Interior Department concerning the proposed contract. Like- 
wise, the GSA was required to accept the decision of the Defense Production 
Administration that the proposed contract was necessary in the interest of 
national defense; and 

38. That, in the opinion of the Board of Review, the decision of the Defense 
Minerals Administration to conduct a small pilot operation of a commercial basis 
on the Seward Peninsula of Alaska, with ore to be sold at prevailing market 
prices, made it inevitable that financial losses would result ; and 

4. That officials of the GSA recognized and stated that the proposed guaranteed 
V-loan to the United States Tin Corp. could not be justified on a sound credit 
basis and that the guaranteed loan was approved by GSA solely on the basis of 
the certification by DPA that the project was necessary in the interest of national 
defense ; and 

5. That the Credit and Finance Division of the Office of the Comptroller of the 
GSA followed authorized procedures and the apparent intent of Congress in 
relying on the Seattle Trust & Savings Bank and the Federal Reserve Bank of 
San Francisco for the proper administering of the loan provisions ; and 

6. That no individual or individuals in GSA had any knowledge that the United 
States Tin Corp. planned to install a 100-ton-per-day concentrating mill in lieu 
of the 1-ton-per-hour mill specified in the contract until after the installation of 
the larger mill had actually been completed ; and 

7. That the responsible officials of GSA failed to recognize that the United States 
Tin Corp. had breached the contract by installing the larger mill. The failure to 
recognize this action as a breach of contract apparently resulted from the fact 
that these officials were not familiar with the prior negotiations within the 
Department of Interior when the agreement for a 1-ton-per-hour mill was agreed 
upon; and 

8. That the breach which had occurred because of the installation of the 
larger mill was effectively waived by the GSA when amendment No. 2 which 
ealled for the delivery of increased tonnage was executed ; and 
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9. That the GSA approved the continuation of the project through the advance 
of additional funds under the four amendments to the contract because it was 
believed necessary in the interest of national defense to determine if Alaska could 
serve as even a minor source of supply for tin, and because abandonment of the 
project would have resulted in the total loss of all funds which had been advanced 
or guaranteed by the Federal Government; and 

10. That there was inexcusable delay on the part of DMPA in making an 
on-the-spot engineering investigation and review of operations after GSA took 
over the direct financing of the project. The only reason which the Board of 
Review could find for this delay was a statement of the Deputy Administrator 
of DMPA to the effect that a useful survey of operating costs could not be made 
until the mine was in operation; and 

11. That the Board of Review has found no evidence to lead it to believe that 
any individual or individuals in GSA failed to perform his assigned duties or to 
protect the interest of the Government. Insofar as the Board of Review could 
determine the responsible officials of GSA recognized the financial risks involved 
in the project but sincerely believed that it was in the best interest of the national 
defense to proceed with the project; and 

12. That one employee was indiscreet and showed poor judgment in his per- 
sonal relationship with the president of the United States Tin Corp. However, 
there was no evidence that the employee was ever improperly influenced in his 
official actions concerning United States Tin Corp. by his relationship. 

After giving consideration to the above findings of the Board of Review, the 
Administrator determined that disciplinary action was required in the case of 
one employee, that involved in finding No. 12. In situations of this nature, the 
GSA handbook for personnel provides that disciplinary action may be taken as 
follows: 

First offense—‘“Agency reprimand to removal” 
Second offense—“Removal” 

In view of the long and efficient service of this employee and the fact that this 
was the first offense, the Administrator determined that the minimum prescribed 
penalty should be imposed. Accordingly, the employee has been given an official 
reprimand, signed by the Administrator, and a copy thereof has been placed in 
the employee’s personne! file. 


Recommendation No. 4 


“That the General Services Administration make a review of the follow- 
ing and determine whether there is a collectible deficiency : 

“(a) The inventory of tin and tungsten concentrates on hand or in the 
process of being sold on the date the guaranty agreement was signed ; 

“(b) A determination as to the bank loans, bills, and trade accounts pay- 
able on the date the guaranty agreement was signed; 

“(c) A determination as to the amount of cash deposited with the United 
States Tin Corp., by H. R. Fischnaller on the date the guaranty agreement 
was signed and thereafter ; 

“(d) That in the event tin and tungsten concentrates held on May 15, 1951, 
were not adequate to pay bank loans, bills and trade accounts payable, and 
in addition provide $60,000 in cash working capital, that a determination 
be made as to the amount of that deficiency ; that when such deficiency has 
been determined, that the terms of the guaranty agreement dated May 15, 
1951, with respect to restoring such deficiency by H. R. Fischnaller from 
sources outside of the corporation be complied with if collectible.” 

GSA has carefully reviewed the matter of compliance with paragraph 5 (c) 
of the loan agreement of May 15, 1951, between the United States Tin Corp., 
and the Seattle Trust & Savings Bank. The essential facts are: 

1. In accordance with the provisions of the guaranty agreement, the Seattle 
Trust & Savings Bank was responsible for administration of the loan ; 

2. The Seattle Trust & Savings Bank concluded that the loan condition was 
satisfied, i. e., no deficiency ; 

3. The Federal Reserve Bank of San Francisco concurred in such conclusion ; 

4. The guaranteed loan has been paid in full. 

In view of the above, GSA has not undertaken the costly audit effort to 
reconstruct the records of this transaction. However, in connection with such 
future proceedings as may be necessary for protection of the Government’s inter- 
est in the United States Tin Corp. project, it is our intention to give further 
consideration to this point. 
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Recommendation No. 5 


“That the responsibilities of each office performing functions under the 
Defense Production Act be clearly defined.” 

Through the means of administrative orders, the responsibilities of each staff 
office and service of GSA performing functions under the Defense Production 
Act are clearly defined. 

The major difficulties with the United States Tin Corp. project had their 
inception prior to midyear 1953. On August 28, 1953, GSA Administrative Order 
No. 150 was issued for the purpose of defining clearly the responsibilities within 
GSA with respect to Defense Production Act contracts. Prior to that time, by 
Executive Order 10480, dated August 14, 1953, the Defense Materials Procure- 
ment Agency had been abolished and its functions transferred to GSA. 

On October 13, 1958, GSA Administrative Order No. 149, Revised, was issued. 
This establishes policies and responsibilities with respect to all types of con- 
tracts and contract administration handled by the Emergency Procurement 
Service of GSA, including Defense Production Act contracts and contract admin- 
istration. 

Redelegations of authority with the Emergency Procurement Service relating 
to Defense Production Act contracts are contained in Emergency Procurement 
Service Order No. 3, Revised, Supplement No. 3, dated October 28, 1953. Copies 
of the GSA orders referred to above are attached. 


Recommendation No. 6 


“That greater care be exercised in investigating credit, titles to property, 
the experience and responsibility of applicants for Defense Production Act 
funds.” 

To assure the exercise of greater care in cases involving the advance of 
Defense Production Act funds, GSA installed on July 29, 1954, a detailed check- 
list of controls and techniques to be followed in the consideration, negotiation, 
and administration of Defense Production Act contracts. This checklist sup- 
plements our basic manual instructions and procedures, part VII, chapter I, 
Manual GS 3-5, Credit, Finance, and Insurance, concerning credit, security, 
experience, and responsibility of contractors. Attached is copy of the checklist 
and part VII, chapter I, Manual GS 3-5. 


Recommendation No. 7 


“That greater care be exercised in carrying out contractual provisions in 
the disbursement of funds; and that the responsibility for entering into con- 
tracts, for amending the provisions of contracts, and for the disbursement of 
funds be clearly defined.” 

As previously advised all funds made available to the United States Tin 
Corp. since July 1954 are disbursed only on countersignature of an authorized 
GSA employee. With respect to contracts in general, we are exercising extreme 
care in the disbursement of funds with adequate safeguards for proper utiliza- 
tion by contractors. 

As set forth in section 704.05 of the above-mentioned part VII, chapter I, 
Manual GS 3-5, each request for an advance payment is evaluated and analyzed 
from both a financial and legal standpoint before it is released to the accounting 
organization for disbursement of funds. These reviews satisfy not only the 
financial aspects of an advance but also the security and any questions of title 
to property before the disbursement is authorized. 

The necessity for care in the disbursement of funds under contracts was 
emphasized in a memorandum (copy attached) from the GSA Comptroller to 
Assistant Comptrollers, dated August 11, 1954. The responsibility for execut- 
ing and amending contracts, and for the disbursement of funds is clearly defined 
in the GSA orders referred to under recommendations Nos. 5 and 6 above. 


Recommendation No. 8 


“That the General Services Administration review the stock promotion 
phases of the United States Tin Corp. hearing with the view of affording 
adequate protection to the public in the lending of Defense Production Act 
funds.” 

In our progress report of May 20, 1955, we advised that all unissued corpora- 
tion stock of United States Tin had been frozen and that none could be issued 
except with the express consent of GSA. This agreement still exists and no 
stock has been issued by the corporation since the hearings before the Joint 
Committee on Defense Production. It is the policy of GSA to prevent, to the 
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extent feasible, stock promotion and speculation in those cases where Defense 
Production Act funds are the source of financing. 





GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. C., August 28, 1958. 


ADMINISTRATIVE ORDER No. 150 


To: All officials of the General Services Administration. 
Subject: Functions vested in the Administrator of General Services by Execu- 
tive Order 10480. 


1. Purpose 


This order assigns responsibility and establishes organization within the Gen- 
eral Services Administration for the execution of the functional responsibilities 
vested in the Administrator of General Services by Executive Order 10480, dated 
August 14, 1953, which were assigned to and performed by the Defense Materials 
Procurement Agency on August 13, 1953. 


2. Assignment of responsibilities 


(a) Commissioner, Emergency Procurement Service.—Responsibility for the 
conduct of all program activities in connection with the making of purchases and 
commitments to purchase of metals, minerals, and other materials, for Govern- 
ment use or resale, as authorized by and subject to the provisions of section 308 
of the Defense Production Act of 1950, as amended, is hereby assigned to the 
Commissioner, Emergency Procurement Service. 

(b) General Counsel.—Responsibility for the provision of all legal services in 
connection with program and other activities vested in the Administrator of 
General Services by sections 302, 308, and 305, of Executive Order 10480, is 
hereby assigned to the General Counsel. 


8. Establishment of organization 


The following additional organizational units are hereby established: 

(a) In the Emergency Procurement Service——(1) Materials Division: This 
Division shall be comprised of three branches; i. e., Program Branch, Expansion 
Branch, and a Contracts Administration Branch, and shall perform the functions 
outlined in section 4, below. 

(b) In the Office of the General Counsel.—(1) Expansion Division: This Divi- 
sion shall perform the functions outlined in section 5, below. 


4. Materials Division 


This Division shall perform the following functions: 
(a) Immediate Office of the Director.— 

(1) Recommends policies and methods governing the negotiation of con- 
tracts and the execution of metals, minerals, and other materials programs 
developed pursuant to the Defense Production Act of 1950, as amended ; 

(2) Represents the Administrator and the Commissioner on interdepart- 
mental and extragovernmental policymaking committees concerned with 
metals, minerals, and other materials programs of the national-defense 
effort ; 

(3) Plans and develops programs and directs the accomplishment of ap- 
proved programs ; 

(4) Collaborates with the Office of the Comptroller with respect to the cer- 
tification of loans to the Export-Import Bank of Washington ; 

(5) Maintains liaison with the Department of State, Foreign Operations 
Administration, Export-Import Bank, and the Department of the Treasury, 
for the importation under Foreign Assets Control license of designated 
strategie and critical materials originating in blocked countries and certifies 
whether the particular importation is necessary in the interest of the na- 
tional defense of the United States; 

(6) Provides technical guidance and assistance over all domestic and 
foreign expansion programs; and 

(7) Directs and coordinates the activities of the Division’s branches. 
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(bo) Program Branch.— 

(1) Develops programs for increasing the production and supply of critical 
and strategic metals, minerals, and other materials required in the national- 
defense effort ; 

(2) Obtains requirements for metals, minerals, and other materials from 
the Office of Defense Mobilization and develops data on current and pros- 
pective production supply; 

(3) Determines increase in supply necessary to meet projected require- 
ments and, in collaboration with the Expansion Branch, develops possibilities 
for purchases, new developments, or expansion of existing production ; 

(4) Prepares expansion programs for transmittal by the Administrator 
to the Office of Defense Mobilization for approval and certification ; 

(5) Periodically reviews overall progress in program implementation and 
advises key officials as to programs requiring increased emphasis or adjust- 
ment between foreign and domestic efforts; 

(6) Revises programs as necessitated by changes in military and civilian 
requirements or supply; 

(7) Conducts studies and analyses in connection with program planning 
and development; and 

(8) Maintains liaison with the Office of Defense Mobilization on require- 
ments and program certification matters. 

(c) Expansion Branch.— 

(1) Develops and recommends policies and methods designed to encourage 
the exploration, development, production, and procurement of critical and 
strategic metals, minerals, and other materials; 

(2) Plans and directs the accomplishment of approved expansion pro- 
grams; 

(3) Collaborates with the Program Branch in the formulation and promul- 
gation of programs; 

(4) Collaborates with the Office of the Comptroller with respect to the 
certification of loans under expansion programs; 

(5) Maintains liaison with the Department of State, Foreign Operations 
Administration, Export-Import Bank, and other interested agencies on appro- 
priate matters involved in foreign expansion programs; and 

(6) Receives and reviews applications referred from the Foreign Assets 
Control Division, Department of the Treasury, for the importation under 
license of designated strategic and critical materials originating in blocked 
countries, and certifies whether the particular importation is necessary in 
the interest of the national defense of the United States. 


(d) Contracts Administration Branch— 


(1) Recommends policies and methods governing the negotiation of con- 
tracts for critical and strategic metals, minerals, and other raw materials, 
including those involving Government assistance; 

(2) Negotiates and administers domestic contracts designed to develop, 
expand, and obtain the production of strategic and critical metals, minerals, 
and other materials under approved programs; 

(3) Collaborates with representatives of the Office of General Counsel in 
finalizing contractual agreements ; 

(4) Plans, develops, and administers a program designed to assist the 
domestic mining industry in obtaining equipment; maintenance, repair, and 
operating supplies; contractual materials; energy; access roads; housing; 
transportation and manpower in order to develop, maintain, and expand 
production of critical and strategic metals, minerals, and other materials; 

(5) In collaboration with the Office of International Trade, Foreign Opera- 
tions Administration, and the Expansion Branch, establishes policies and 
procedures for issuing priorities for foreign mining operations; and 

(6) Maintains liaison with representatives of other agencies in program 
matters. 


5. Expansion Division 

Plans, develops, coordinates, and performs all activities of the Office of 
General Counsel relating to the activities assigned to the Materials Division, 
EPS, by this order, except those specified for performance by the immediate 
Office of the General Counsel and the Administration and Utilities Division as 
set forth in chapter IV, part 2, sections 202.00 and 203.00, volume GS 2-1, 
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6. Other organization adjustments 


The fromer DMPA region 3 office, located in London, England, is hereby re- 
established as the London field office, Emergency Procurement Service, GSA. 
The head of the London field office shall report administratively to the Com- 
missioner, Emergency Procurement Service, GSA. 


7. Transfer of personnel, records, and property 


(a) All of the personnel and records of the Office of Deputy Administrator, the 
administrative officer, and the Program Development, Domestic Expansion, For- 
eign Expansion, Contracts Negotiation, and Mining Requirements Divisions, 
DMPA, are hereby assigned to the Commissioner, Emergency Procurement 
Service, for reassignment to the Materials Division. 

(bd) All of the personnel and records of the Office of General Counsel, DMPA, 
are hereby assigned to the Office of General Counsel for reassignment to the 
Expansion Division. 

(c) The personnel and records of the DMPA regional office, London, England, 
are hereby transferred to the Commissioner, EPS, for reassignment to the 
London field office. 


8. Delegations of authority 


(a) All delegations of authority from the Administrator, or Deputy Admin- 
istrator, Defense Materials Procurement Agency, to the Administrator of General 
Services, and to heads of other agencies, shall remain in effect until specifically 
modified or rescinded. 

(b) All delegations of authority to the Deputy Administrator, DMPA, are 
rescinded, effective at the close of business August 14, 1953. 

(c) All delegations of authority from the Administrator of General Services 
to the heads of services and staff offices, GSA, to perform services for the 
DMPA, except those contained in chapter II, 601.02, volume GS 1-2, are hereby 
rescinded. Such delegations are no longer necessary. 


9. DMPA operating procedures 
All operating procedures which governed the internal operations of the DMPA, 
and which are not in conflict with the provisions of this order shall remain in 


effect until specifically superseded or rescinded. The following DMPA issuances 
are hereby rescinded : 


Operating procedures Nos. 1, revised ; 2, 4, 5, 10, 13, 14, 15, 18, and 19. 

Staff notices Nos. 1 through 25. 

Compliance and Security Memorandums Nos. 1 through 3. 

Delegations of authority Nos. 3, 5, revised; 8, 9, 13, 14, 15, 16, 17, 18, 19, 20, 
21, 23, 24, 25, 26, and 27. 


10. Effective date 


The provisions of this order are effective as of August 14, 1953. Provided, 
however, that there are hereby ratified all actions taken between August 14, 1953, 
and August 28, 1953, pursuant to previous delegations of authority, by the per- 
sonnel transferred by section 7 of this order. 

EpMUND F.. MANSURE, 
Administrator. 


GENERAL SERVICES ADMINISTRATION, 
Washington, D. C., October 18, 1958. 


ADMINISTRATIVE ORDER No. 149, REVISED 


To: All officials of the General Services Administration. 
Subject: Policies and responsibilities with respect to Emergency Procurement 
Service contracts. 


1. General 


(a) This order establishes the policies and responsibilities with respect to all 
types of procurement and sale by the Emergency Procurement Service. More 
detailed implementing procedures, conforming to the policies and responsibilities 
outlined herein, shall be issued by the Emergency Procurement Service, the 
Office of General Counsel, and the Office of Comptroller. 

(6) Each organizational unit will be expected to concentrate its efforts in the 
field of responsibility assigned to it, to cooperate fully with other organizational 
units concerned and to discharge its functions in the most expeditious manner. 
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2. Definition 
The term “contracts” as used herein includes amendments, modifications, and 

commitments of any type for procurement or sale (exclusive of transfers within 

the Government) entered into by the Emergency Procurement Service. 

3. Policies 

Except as hereinafter provided in section 4: 

(a) All contracts must be entered into by means of written documents. 

(b) No commitment or other action obligating the Government shall be made 
by oral or telegraphic communication. 

(c) The contracting officer shall be primarily responsible for the negotiation 
of contracts and he shall secure such participation by the Office of General 
Counsel and the Office of Comptroller in such negotiation and in the drafting of 
contracts as the General Counsel and the Comptroller may determine as reason- 
ably required for the discharge of their responsibilities under this order. 

(d) Upon request of the contracting officer, the Office of Comptroller shall 
advise him as to funds available for an approved program, but no funds shall 
actually be obligated on the books except upon submission to the Office of Comp- 
troller of the final draft of the contract. 

(e) Standard forms of contracts and standard contract provisions shall be 
developed and used to the greatest extent practicable. 

(f) With respect to contracts entered into by foreign offices, proposed contract 
terms shall be submitted to the central office of the Emergency Procurement 
Service for advice prior to the execution of the contract in those cases where, 
in the judgment of the foreign office, the proposed terms are of sufficient impor- 
tance to require such submission, 


4. Exceptions 


(a) Commitments may be made by telephone for the procurement or sale of 
rubber and, after consultation with the Office of General Counsel and Office of 
Comptroller, for the procurement of such other limited commodities as the 
Commissioner, Emergency Procurement Service, shall determine. Such com- 
mitments shall, however, be confirmed by written contracts, which shall be 
submitted to the Office of General Counsel and the Office of Comptroller for 
clearance prior to execution by either party. 

(b) Telegraphic commitments for procurement or sale of other commodities 
shall be made only in those cases in which the time allowed for acceptance 
by the Government of the offer is not sufficient for the preparation and execution 
of a written contract. Proposed action in such cases shall, however, be cleared 
with the Office of General Counsel and the Office of Comptroller prior to the 
communication of the telegraphic commitment. The confirming written con- 
tracts shall be submitted to the Office of General Counsel and the Office of 
Comptroller for clearance prior to execution by either party. 

5. Responsibilities 

(a) Hmergency Procurement Service-—Each designated contracting officer in 
the Emergency Procurement Service shall: 

(1) Determine the terms and conditions of contracts to be entered into, 
within the scope of directives issued by appropriate programing authorities. 

(2) Administer and service contracts, with the advice and assistance of 
the Office of General Counsel, the Office of Comptroller, and the Inspection 
Branch, Standards Division, Federal Supply Service. 

(3) Secure participation of the Office of General Counsel and the Office 
of Comptroller in negotiations with contractors or prospective contractors 
leading to contracts or involved in the administration or servicing of 
contracts. 

(4) Submit all proposed contracts to the Office of General Counsel and the 
Office of Comptroller for clearance prior to execution by either party. 

(b) Office of General Counsel.—The Office of General Counsel shall: 

(1) Provide legal advice and services. 

(2) Participate in the negotiation of contracts and in negotiations with con- 
tractors involved in the administration or servicing of contracts. 

(3) Determine the legal requirements of contracts. 

(4) Provide technical supervision and assistance in the preparation of 
contracts, prepare unusual or difficult contracts, and review contracts prior 
to execution. 

(5) Furnish legal advice and assistance to the contracting officer in con- 
nection with the administration and servicing of contracts. 
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(6) Review, develop, and revise standard contract forms and standard 
contract provisions, in collaboration with the Hmergency Procurement Serv- 
ice and the Office of Comptroller. 

(c) Office of Comptroller.—The Office of Comptroller shall : 

(1) Provide financial advice and evaluate the financial aspects of contracts. 

(2) Participate in the negotiation of contracts and in negotiations in- 
volved in the administration and servicing of contracts. 

(3) Furnish advice and assistance in developing the financial terms and 
conditions to be included in contracts. 

(4) Approve credit to prospective purchasers and determine the terms of 
such credit. 

(5) Review all contracts prior to execution. 

(6) Prevalidate final drafts of contracts as to availability of funds. Upon 
request give informal advice as to the availability of funds for proposed 
contracts to be negotiated. 

(7) Furnish advice and assistance to the contracting officer in connection 
with the administration and servicing of the performance aspects of 
contracts. 

(8) Perform necessary financial administration functions such as main- 
tenance of financial controls and records, certification of payments, col- 
lections, and audit of books and records of contractors. 

(9) Collaborate with the Office of General Counsel and the contracting 
officer in the development of standard contract forms and provisions. 

(ad) Inspection Branch, Standards Division, Federal Supply Service—tThe In- 
spection Branch, Standards Division, Federal Supply Service shall: 

(1) Provide necessary inspection and expediting services. 

(2) Furnish advice and assistance to the contracting officer in connection 
with the administration and servicing of contracts. 

(3) Furnish the contracting officer with periodic progress reports and such 
other reports concerning the status of contracts as may be requested by 
Emergency Procurement Service. 





6. Action on nonconcurrence 

In the event the Office of General Counsel, with respect to legal sufficiency, or 
the Office of Comptroller, with respect to financial terms and conditions, fails to 
reach agreement with the contracting officer concerning a proposed contract or a 
proposed contract action, including action involving the administration or serv- 
icing of a contract, the matter shall be submitted to the Commissioner, Emergency 
Procurement Service, for his determination with the advice of the General 
Counsel or the Comptroller, as the case may be. 


7. Effective date 
The provisions of this order shall be effective on October 19, 1953. 
EpMUND F. MAnsure, Administrator. 


GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. C., October 28, 1958. 


EMERGENCY PROCUREMENT Service Orper No. 3, REvIsep, SUPPLEMENT No. 3 


To: All Officials of the General Services Administration. 
Subject: Redelegations of Authority. 


1. Purpose 


This supplement redelegates to the Director, Materials Division, Emergency 
Procurement Service, certain authorities delegated to the Commissioner of 
Emergency Procurement Service by the Administrator in Volume GS 1-2, Dele- 
gations of Authority, mannal GS 1. 


2. Redelegation of authority 


Pursuant to the authority contained in new section 303.00, chapter II, volume 
GS 1-2 of manual GS 1, I hereby redelegate to the Director, Materials Divi- 
sion, the following authorities under the Defense Production Act of 1950, as 
amended, Executive Order 10480, dated August 14, 1953, and other implementing 
Executive orders thereunder. The authority hereby delegated may be redele- 
gated to officers and employees of the Materials Division. 
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(a) Within duly approved programs, the authority to purchase and make 
commitments to purchase metals, minerals, and other materials for Govern- 
ment use or resale pursuant to section 303 (a) of the aforesaid act. 

(b) The authority to determine the quantities, terms, and conditions, in- 
cluding advance payments, and periods of such purchases and commitments 
to purchase pursuant to section 3038 (b) of the aforesaid act: Provided, 
That such authority shall not include the authority to make determinations 
required for purchases or commitments involving higher than currently 
prevailing market prices or anticipated loss on resale. 

(ce) The authority to provide, within duly approved programs, other than 
the facilities expansion program relating to machine tools and programs 
relating to magnesium, nickel, and graphite, for the installation of addi- 
tional equipment, facilities, processes, or improvements to plants, factories, 
and other industial facilities owned by the United States Government, and 
to install Government-owned equipment in plants, factories, and other indus- 
trial facilities owned by private persons, pursuant to the provisions of sec- 
tion 303 (e) of the aforesaid act. 

(d@) The authority to make or modify future contracts, commitments, guar- 
anties, and other contract documents which are in whole or in part to be 
made or modified in connection with the aluminum expansion program as 
may be authorized by the Office of Defense Mobilization or other authority 
under authorization of the aforesaid act, as amended, and implementing 
Executive orders thereunder. 


$8. General 


Any authority delegated herein shall be exercised in accordance with such 
applicable laws and regulations, and with such administrative procedures and 
controls as are effective as of the date of the exercise of this authority. 


4. Recission 

Supplement No. 2 to Emergency Procurement Service Order No. 3, revised, 
dated October 7, 1953, is hereby superseded. 
5. Effective date 


The authorities redelegated in subsections (a), (0b), and (c) of this supple- 
ment shall be effective as of August 14, 1953. The authority redelegated in sub- 
section (d) is effective as of the date of this supplement. 

A. J. WALSH, 
Commissioner of Emergency Procurement Service. 





GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. C., July 29, 1954. 


FINANCIAL CONTROLS To Bre EXERCISED ON EXPANSION CONTRACTS FINANCED BY 
GOVERN MENT ADVANCES 


A. Action prior to contract execution: 

1. Analysis of statements on financial condition of contractor in order 
to determine financial capacity and extent of Government assistance re- 
quired. 

2. Investigation of the credit rating of the contractor. 

B. Contracts will contain terms and conditions enabling the Government to 
observe the following policies in administering the contract: 

1. Approval of qualifications and salary of key personnel of the com- 
pany. 

2. Approval of company travel and entertainment policy. 

3. Approval of contractor’s accounting system. 

4. Detailed instructions as to contractor’s responsibility for prompt re- 
porting (both financial and operating) to the Government. 

5. Re advance of funds by contractor to subcontracts specifically prohibited 
unless approved by the Government. 

6. Contractor to follow Government policy with respect to subcontractors 
(thus precluding subcontracts on the basis of cost plus, percentage of cost, 
or other malpractices). 

7. Approval by the Government of the creation of any affiliated or sub- 
sidiary companies after execution of the contract. 
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8. Where necessary in the public interest, prior approval by the Govern- 
ment of all stock transactions and/or evaluations. 

9. Where necessary in the public interest, prior approval by the Govern- 
ment of any stock issuances for purposes other than cash. 

10. Prior approval of Government on dividend payments. 

11. Examination of periodic financial statements and cash flowsheets in 
order to preclude the disbursement of funds excess to current requirements 
and insure that funds advanced are being used for stated purposes. 

12. Secure maximum security for Government advance in the form of notes, 
mortgages, etc., on assets acquired. 

13. Verify that good business practices are followed, such as the gaining 
of necessary insurance, bonding contractors, and employees, ete. 

14. Where necessary in the public interest, pursue additional protective 
measures such as countersignature of contractor’s checks by Government 
officials, establishment of separate bank accounts for funds advanced in con- 
tractor’s revenues to effectively control operations under the contract. 

15. Audit the books and affairs in order to ascertain that the provisions of 
the contracts and the foregoing Government policies are strictly adhered to 
by actual performance. 


GS 3-5 701.01 
(4-14-54) 
CHAPTER I 


PART 7——-PROCEDURES FOR HANDLING CONTRACTS 


SECTION 701.00-——CREDIT AND FINANCE SERVICES 


701.01 General: It is the function of the Credit and Finance Division to pro- 
vide technical financial advice and assistance in the negotiation, administration, 
and servicing of contracts. The objective is to obtain for the Government the 
best possible contractual terms, developed on a sound financial basis, and ex- 
pressed in technically appropriate language. Successful achievement of this 
objective is dependent upon timely participation in contract development and the 
mutual exchange of pertinent information and suggestions on a continuing and 
current bas‘s between the contracting officer, the Office of General Counsel, and 
the Credit and Finance Division. 

701.02 Responsibilities: The assigned responsibilities of the Credit and 
Finance Division are to: 

a. Provide financial advice and evaluate the financial aspects of con- 
tracts and amendments thereto. 

b. Participate in the negotiation of contracts which inyolve financial 
problems and in negotiations involved in the administration and servicing 
of such contracts and amendments thereto. 

ec. Furnish advice and assistance in developing the financial terms and 
conditions to be included in contracts and amendments thereto. 

d. Approve credit to prospective purchasers and determine the terms of 
such credit. 

e. Review contracts prior to execution, when such contracts: 

1. Are documented on forms other than (1) United States Government 
standard contract forms, or (2) other contract forms (including pur- 
chase order forms) approved for use in the Administration; or 

2. Contain any addition, deletion, or change in the terms or condi- 
tions of such standard or other approved contract forms effecting pay- 
ments or collections thereunder, other than those approved by the 
Administrator or which have been approved previously by the Comp- 
troller or regional comptroller; or 

8. Originate in the Emergency Procurement Service, regardless of the 
qualifications in 1. and 2. above. 

f. Furnish advice and assistance on financial problems to the contract- 
ing officer in connection with the administration and servicing of the per- 
formance aspects of contracts and amendments thereto. 

g. Collaborate with the Office of General Counsel and the contracting 
officer in the development of uniform contract forms and provisions. 

To carry out these responsibilities in regard to General Services Administra- 
tion contracts, policies and procedures pertaining thereto are prescribed in suc- 
ceeding sections. It will be noted that special emphasis is given to those con- 
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tracts originating in the Hmergency Procurement Service because the nature and 
inherent complexities of these transactions require full-time participation to 
assure the best possible contractual terms, developed on a sound financial basis, 
and expressed in technically appropriate language. 


SECTION 702.00—-CONTRACT FINANCING POLICY AND PROCEDURE 


702.01 General: Contracting by General Services Administration under the 
applicable statutory authorities has various objectives including, but not neces- 
sarily limited to, the purchase of and commitments to purchase, metals, minerals, 
and other materials and products in raw or finished form for Government use 
or resale; the expansion of privately owned facilities, and the expansion of pro- 
duction of such materials essential to the national defense, and the expansion 
and operation of Government-owned facilities, including servicing, transporta- 
tion, and storage required in connection therewith. Where necessary to attain 
the contract objective, the Government may extend various forms of financial 
assistance. The type of such assistance is determined by the circumstances of 
each contract proposal, and the provisions of the applicable statute and the 
implementing Executive orders, pursuant to the authority under which the 
proposed contract is to be executed. The Credit and Finance Division shall 
govern its consideration of the type and extent of financing of proposed con- 
tracts by reference to such authorities and the policies of this Administration. 
The policies and the procedures set out in this and succeeding sections are in- 
tended as general rather than fixed guides, recognizing that deviation there- 
from may be necessary to expedite production and deliveries or services under 
GSA contracts. 

702.02 Statement of policy: It is the policy of GSA to require financing by 
private sources where possible. To effectuate this policy, an affirmative showing 
of the nonavailability of private financial assistance on reasonable terms will be 
required as a prerequisite to governmental assistance. The term “financing” 
as used herein covers the following forms of assistance and generally should 
be considered in this order of preference, recognizing there may be valid excep- 
tions in specific cases or classes of cases: 

a. Private financing without governmental guaranty. 

b. Progress or partial payments. 

ce. Guaranteed loans (with financing institutions participating to an 
extent appropriate to the risk involved) under section 301, Defense Produc- 
tion Act of 1950, as amended. 

d. Direct loans under section 302 of the Defense Production Act of 1950, 
as amended. 

e. Advance payments authorized under section 305 of the Federal Prop- 
erty and Administrative Services Act of 1949, as amended, or section 303 
of the Defense Production Act of 1950, as amended, or title II of the First 
War Powers Act of 1941, as amended. 

In determining the necessity ang propriety for and extent of any of the 
foregoing forms of financial assistance, consideration will be given to tax bene- 
fits made available to prospective contractors pursuant to the Internal Revenue 
Code—accelerated amortization of emergency facilities (I. R. C., sec. 124 A); 
exemption of domestic corporations engaged in the mining of strategic minerals 
from excess-profits taxes (I. R. C., sec. 450), and limitations on the application 
of excess-profits taxes to the excess output of mineral properties (I. R. C., sec. 
453); and various provisions permitting deductions to mines not generally 
available, such as depletion of ore reserves (I. R. C., sec. 114 (b)) ; exploration 
expense (I. R. C., sec. 23 ff); development expense (I. R. C. sec. 23 ec); and 
depreciation of plant based on economic life or rate of exhaustion of ore reserves 
(I. R. C., see. 23 m). 

702.03 Progress and partial payments: Progress payment is a common form 
of payment in advance of final completion of a contract and used ordinarily on 
long-term contracts where contractors would otherwise have their money tied 
up in labor and materials for a considerable period of time. Certain Government 
contracts, such as those for construction projects, include standard provisions 
for obtaining such payments at various stages of work, which payments generally 
are limited to a percentage (not to exceed 90 percent) of the value of work already 
done and accepted. 

Partial payments can be made to prime contractors at the time of delivery 
for that part of the order which is completed. This is a standard provision in 
supply contracts providing for more than one delivery. Contracts not on stand- 
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ard forms which provide for progress or partial payments shall contain provisions 
which adequately protect the Government. 

702.04 Guaranteed loans under regulation V of the Board of Governors of 
the Federal Reserve System : 

a. Under the V-loan guaranty program (sec. 301, Defense Production Act of 
1950, as amended, as implemented by Executive Order 10480, dated August 15, 
1953), this Administration may act as guarantor of loans, or any commitment in 
connection therewith, made by public or private financing institutions for the 
purpose of financing a contractor or subcontractor or other person in connection 
with the performance of any contract or other operation which this Administra- 
tion deems necessary to expedite production, deliveries, or services under Goy- 
ernment contracts for the procurement of material or the performance of services 
for the national defense, or for the purpose of financing a contractor or other 
person in connection with or in contemplation of the termination, in the interest 
of the United States, of any contract made for national defense. No small- 
jo pana concern is ineligible for a guaranty by reason of alternative sources 
of supply. 

The Federal Reserve banks (hereinafter referred to as the Reserve bank) 
act as fiscal agents of the Government in the execution of the guaranty and 
servicing of the loan and loan guaranty under regulations prescribed by the 
Board of Governors of the Federal Reserve System (hereinafter referred to as 
the Board) and pursuant to instructions from this Administration. 

b. A loan applicant will present his financial needs to his bank or other financ- 
ing institution with which he proposes to do business. 

If such institution proposes to enter into a loan or credit agreement and, 
in connection therewith desires a guaranty, it will submit its application to the 
Reserve bank having jurisdiction using forms prescribed by the Reserve bank 
which, in turn, makes a study of the proposed loan and submits appropriate com- 
ments and recommendations to the Credit and Finance Division, central office, 
through the Board. This Administration will process the application if it has 
the preponderance of interest in the contracts described. 

ec. Before a guaranty can be authorized, it must be established that the con- 
tractor meets the following criteria: 

1. The materials or services to be furnished are necessary to the national 
defense. 

2. As a practical matter, such materials or services cannot be obtained from 
alternate sources without delaying or impeding the national defense. (Not 
applicable to small-business concerns.) 

3. Contractor has demonstrated his inability to obtain the necessary 
financing in conventional channels without the guaranty. 

4. There is reasonable assurance the loan can be repaid. 

5. The contractor is technically competent to perform the contracts(s). 

d. In order to establish that an application qualifies under 1, 2, and 5 of ¢ above, 
the Credit and Finance Division shall solicit from the procuring office or service 
a certificate of eligibility using the form provided (exhibit 2, appendix D) which 
form may be modified and supplemented as deemed appropriate to the particular 
ease. A certificate of eligibility must be obtained from each GSA contracting 
officer and, although GSA may have the preponderance of interest, from the 
contracting officer of each other guaranteeing agency having significant defense 
contracts to be financed by the guaranteed loan. 

e. The Reserve bank, after study of the proposed loan, will submit a complete 
eredit report and recommendations on each application. The financial status 
and prospects of the applicant, items 3 and 4 of c above; and the terms and 
conditions of the proposed loan will be covered in such report and recom- 
mendations. 

f. Guaranties of loans authorized by GSA may be for working capital or for 
plant expansion. The guaranty contract is basically an agreement to share 
losses, in proportion to the percentage of guaranty, of principal and interest 
which may occur. The terms and conditions of the loan, as well as the per- 
centage of guaranty specified, shall be determined in the light of the individual 
circumstances. Guaranties of 100 percent shall be exceptional and only in those 
circumstances where failure to do so would have direct and serious impact on 
the national defense effort. 

g. If approval is given to the loan guaranty a letter authorization addressed 
to the Board, shall be prepared by the representative of the Credit and Finance 
Division who reviewed the application. 
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Each authorization shall be given a number assigned by the Credit and Finance 
Division. This number will be in a single numerical series preceded by the 
letters “GSA” and, in parentheses, the number of the district of the Federal 
Reserve which will execute the V-loan guaranty agreement. For instance, if 
the first loan authorization covers a guaranty agreement to be made by the 
Federal Reserve Bank of Boston it shall be numbered GSA (1)-1. If the second 
authorization covers a guaranty agreement to be made by the Federal Reserve 
Bank of Dallas it will be numbered GSA (11)-2. 

The authorization either specifically or by reference shall prescribe the terms 
and conditions of the loan, the percentage of guaranty, and the guaranty fee; 
and authorize the Reserve bank to execute, on behalf of GSA, a guaranty agree- 
went in the form prescribed by the Board (exhibit 3, appendix D). 

The letter of authorization shall be submitted to the contracting officer and 
the Office of General Counsel for approval, which approval will be indicated by 
initialing the official file copy thereof. The authorization then shall be signed 
by the Comptroller or Director of Credit and Finance Division. The Credit and 
Finance Division shall make distribution as follows: Original and 1 copy to 
the Board; 1 copy each to the Comptroller, Office of the General Counsel, con- 
tracting officer in GSA, and Accounting Division: and retain a copy. A con- 
tracting officer outside of GSA who submitted a certificate of eligibility shall be 
forwarded a memorandum stating the action taken. 

h. The Board will transmit our guaranty authorization to the Reserve bank, 
which has responsibility for completing the transaction and administering the 
loan and the guaranty contract in accordance with the provisions thereof and 
collecting the guaranty fee. 

i. Upon execution by the Reserve bank, two signed copies of the V—loan guar- 
anty agreement which will bear the number assigned in our authorization, 
together with an executed or certified copy of the loan agreement between the 
borrower and the financing institution, will be sent through the Board to the 
Credit and Finance Division. Oone of these copies shall be routed to the 
Accounting Division. 

j. The Board will submit each month two copies of a report showing the 
status by Federal Reserve banks of each loan guaranteed by GSA. One copy 
of this report is transmitted to the Accounting Division, for use in recording 
the current status of such loans. 

k. During the term of the loan any proposed amendment to the loan agree- 
ment will be submitted by the financing institution to the Reserve bank which 
prepares a report and recommendations which are transmitted to Credit and 
Finance Division through the Board to be processed in substantially the same 
manner as the original application. 

1, As a general principle, the V-loan guaranty program shall be, to the extent 
feasible, self-supporting. All expenses, losses, and other authorized costs shall 
be financed out of revenues derived from the operation of the program. When 
revenues are insufficient, under the provisions of the Defense Production Act 
other funds available to the agency may be used to finance these costs. 

m. The following expenses, losses, and other costs incident to the program 
shall be financed from the commitment and guaranty fees, interest, and other 
revenues derived from the operation of the program: 

1. Losses of principal and interest on loans, discounts, advances, or on 
any commitment in connection therewith, for which this Administration, 
as guarantor, is responsible pursuant to the terms of the guaranty agreement. 

2. Reasonable out-of-pocket expenses, including attorneys’ fees incurred 
by the financing institution (including a Reserve bank if it is the financing 
institution), for which this Administration, as guarantor, is responsible 
pursuant to the terms of the guaranty agreement. 

3. Purchases of the unpaid principal amount of loans plus unpaid accrued 
interest from the financing institutions, for which the Administration as 
guarantor is responsible pursuant to the terms of the guaranty agreement. 

4, Expenses and losses incurred by a Reserve bank when acting as fiscal 
agent of the United States on behalf of the Administration, including among 
such expenses and notwithstanding any other provisions of law, attorneys’ 
fees and expenses of litigation. 

n. The procedures for handling problems of administration and servicing of a 
loan purchased by GSA must fit the particular situation and may vary depend- 
ing on the circumstances surrounding the case and after consideration of recom- 
mendations submitted by the Reserve bank. Clearances as may be required shall 
be obtained from the Accounting Division and Office of General Counsel. 
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702.05 Advance payments: Advance payments may be made after authoriza- 
tion by competent authority prior to the time any work is done on the contract 
involved, pursuant to, and in accordance with, section 303 of the Defense Produc- 
tion Act of 1950, as amended; section 305 (see also sec. 307 (b)) of the Federal 
Property and Administrative Services Act of 1949, as amended; or title II of 
the First War Powers Act of 1949, as amended. 

Advances shall be authorized in contract provisions when clearly in the public 
interest and there are no other means available for financing the proposed con- 
tract. Terms and conditions for such advances must be incorporated in the 
prime contracts, based on recommendations of the contracting officer working 
in close cooperation with the Credit and Finance Division and after approval 
by the Comptroller and the General Counsel as to legal sufficiency and propriety. 

At the request of the contractor, advances may be made from time to time, 
limited to his financial needs and aggregating a sum not to exceed the contract 
price. Approval of the advance requested will be given only after an analysis of 
significant financial data submitted by the contractor in the format requested by 
Credit and Finance Division. A note in format approved by General Counsel 
must be obtained to evidence each advance providing for interest usually at the 
rate of 5 percent per annum on the unliquidated balance (see 102.01g of this 
chapter). 

Generally, as a condition precedent to the making of any advance payment or 
payments, the contractor must furnish such adequate security as may be pre- 
scribed usually in the form of a lien in favor of the Government paramount to 
all other liens which can be legally recorded, such as a real property mortgage, 
a chattel mortgage, or factors lien upon the articles and other things contracted 
for and on all materials and other property acquired for performance of the 
contract, such lien to continue as follows: 

a. In case the contract covers construction, until such items or materials are 
incorporated into the building, and thereafter on the buildings in the construc- 
tion of which the items or materials are incorporated. 

b. In the case of items or materials comprising facilities, on such facilities 
both before and after their installation in the plant. 

c. In the case of articles contracted for, until the items or materials so paid 
for are fabricated into such articles, and thereafter on the articles until accepted 
by the Government or other purchaser. 

All advance payments shall be made by check payable to the contractor. Unless 
the financial standing of the contractor warrants making an exception, provision 
must be made that such funds be deposited in a special bank account or accounts 
separate from any other account of the contractor. The account shall be used 
exclusively to carry out the purposes of the contract and the Government shall 
have a lien upon the credit balance paramount to all other liens to secure repay- 
ment of advances made. Supervision of withdrawals may include safeguards 
requiring prior written authority by the contracting officer, Comptroller, or such 
other officer as may be specified. 

To remove Any misunderstanding as to the conditions applicable to such special 
account or accounts and provide assurance the bank or banks are insured, an 
agreement substantially in the form of exhibit 11, appendix D, must be executed 
and a copy obtained for the contracting officer and the Comptroller. 

702.06 Direct loans under section 302 of the Defense Production Act of 1950, as 
amended, and pursuant to sections 310 and 311 of Executive Order 10480: 

a. Domestic firms engaged in production of materials or the performance of 
services for the national defense in this country to whom financial assistance from 
private sources or from other governmental sources is not available on reasonable 
terms may be eligible to apply to the Defense Lending Division, United States 
Treasury Department; and firms engaged in projects located in foreign countries 
to whom financial assistance is not available on reasonable terms from private 
sources and to whom the loan involved cannot be made under the provisions of 
and from funds available to the bank under the Export-Import Act of 1945, as 
umended, which cannot otherwise finance their operations may apply to the Ex- 
port-Import Bank for a loan under section 302 of the Defense Production Act of 
1950, as amended, 

b. If the operations to be financed by the proposed loan fall within a program 
delegated to the General Services Administration, the Defense Lending Division, 
United States Treasury Department, or the Export-Import Bank, or in some in- 
stances the Office of Defense Mobilization, will submit one copy of the applica- 
tion to the Bmergency Procurement Service, GSA, for consideration as to the 
issuance of a certificate of essentiality pursuant to Executive Order 10480, as 
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amended by Executive Order 10489 and Defense Mobilization Order No. 1-7, 
amended (formerly Defense Mobilization Order No. 30). 


ec. After consideration of the relevant factors, the Bmergency Procurement 
Service, will : 
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1. If the determination is not to issue the certificate, prepare a letter to 
the Defense Lending Division, United States Treasury Department, or Ex- 
port-Import Bank, for signature of the Commissioner of EPS, or his dele- 
gate, stating the reasons therefor. Such letter will be cleared by the Credit 
and Finance Division and with other interested offices. 

2. If the determination is to certify the essentiality of the loan, prepare 
a memorandum to the Credit and Finance Division recommending issuance 
of a certificate and include therein: 

(a) Purpose of loan. 

(b) Amount of loan. 

(c) Materials or facilities involved. 
(d) Salient features of the project. 
(e) Certification that: 

(1) The materials or facilities involved are essential in the 
interest of national defense; 

(2) There is, or in the near future will be, a shortage of such 
materials or facilities; 

(3) The loan is necessary to expedite production and deliveries 
or services to aid in carrying out Government contracts for the 
procurement of materials or the performance of services for the 
national defense; 

(4) The project is technically feasible ; 

(5) HEnumerates the types of other Government assistance which 
applicant has received or applied for, to the extent known to GSA, 


d. Upon receipt of the memorandum from the Emergency Procurement Service, 
and the applicant’s file, the Credit and Finance Division shall: 


1. Verify that the application may be certified within available funds for 
section 302 loans. 

2. Evaluate the propriety of the loan in the light of financial policy and 
review the financial aspects of the project. 

3. Discuss with the Emergency Procurement Service and resolve any 
points of disagreement. 

4. If the determination is to issue a certificate, prepare a letter (certificate 
of essentiality) addressed to the Defense Lending Division, United States 
Treasury Department, or Export-Import Bank for signature of the Admin- 
istrator of GSA which shall include the information listed in ¢.2 above and 
any other factors deterinined pertinent to the case, accompanied by technical 
reports or other significant data, as may be appropriate. 

5. Obtain clearance of the letter (certificate of essentiality) by the Comp- 
troller, contracting officer, and the General Counsel, and transmit to the 
Administrator for signature. 

6. Address a letter to the applicant for signature of the Director, Credit 
and Finance Division, informing the applicant that GSA has completed its 
review and that future inquiries should be addressed to Defense Landing 
Division, United States Treasury Department or Export-Import Bank. 

7. Working in cooperation with the contracting officer and the General 
Counsel, maintain contact with the Defense Lending Division, United States 
Treasury Department and Export-Import Bank to complete the financing 
of project and related financial matters. 

8. Maintain the necessary financial control of loan programs and prepare 
reports for the Office of Defense Mobilization regarding the financial status 
of the section 302 loan program. 


e. The Defense Lending Division, United States Treasury Department or the 
Export-Import Bank will determine the terms and conditions to be attached to 
loans which may be approved and will handle the servicing and administration 
thereof. Advice of the action taken on certifications by this Administration will 
be by letter from Defense Lending Division, United States Treasury Department 
or Export-Import Bank addressed to the Administrator with a copy to the 
Director, Credit and Finance Division. 

f. The procedure outlined herein regarding loans makes particular reference 
to programs handled in the Emergency Procurement Service; however, it is 
applicable with slight variation to such other service of GSA which may be 
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administering Defense Production Act programs. For example, loan, applica- 
tions for projects coming within the machine-tool program administered by the 
Public Buildings Service (National Industrial Reserve Division) may be trans- 
mitted by the Defense Lending Division, United States Treasury Department or 
Office of Defense Mobilization to the Director, Credit and Finance Division, which 
shall: 


1. Request the Department of Commerce, Business and Defense Adminis- 
tration, Metalworking and Equipment Division, to make a determination 
regarding the issuance of a letter covering the information described in c. 2. 
above. 

2. If the letter requested in 1. above is unfavorable, prepare a letter to 
Defense Lending Division, United States Treasury Department for signature 
of the Commissioner, PBS, as described in c. 1. above. 

3. If the letter requested in 1. above is favorable, then follow the pro- 
cedure prescribed in d. above. 


SECTION 703.00—-PROCEDURE FOR PROCESSING EMERGENCY PROCUREMENT SERVICE 
CONTRACTS ORIGINATING IN ALL DIVISIONS EXCEPT THE MATERIALS DIVISION 


703.01 Participation in solicitation of offers: Offers of materials to be solicited 
for purchase or sale from producers, smelters, or their recognized sales or procure- 
ment organizations, responsible importers and dealers, or other Government 
agencies; and offers of services, such as handling, storage, and transportation, 
shall be processed by the Credit and Finance Division, as follows: 

a. Where a formal solicitation is to be made, that is, where any or all terms 
and conditions of the contract are to be suggested or prescribed in the invitation 
(as distinguished from an open offer on terms to be proposed by the contractor), 
the coneurrence of the Credit and Finance Division will be obtained prior to 
submission to contractor. Prior to any solicitation by telephone or telegram, it 
will be discussed to such extent as is feasible with the Credit and Finance 
Division. 

b. Regardless of the method of solicitation, the Credit and Finance Division 
shall review the propriety, and the Office of General Counsel the legal sufficiency, 
of financial terms and conditions. As necessary, additional financial terms and 
conditions may be incorporated for a proper expression of the invitation, either 
in formal contract language if the invitation itself is to subsequently become the 
contract, or by recommendations of terms to be covered if the invitation is in- 
formal. Subsection 703.04 describes the development of appropriate financial 
terms and conditions for contracts, and is equally applicable to the solicitation 
of offers. 

ce. When the solicitation is addressed to potential contractors whose financial 
responsibility has not been determined, or for whom financial responsibility 
examinations have not been previously instituted, arrangements shall be made 
to append to each invitation two copies of GSA form 534, Statement of Financial 
Information, for completion by those responding to the invitation. One copy of 
GSA form 534 will accompany the bid, one will be retained by the contractor. 
If the invitation specifies an opening date with a definite period thereafter for 
determination of award, or in any case where urgency has been determined to 
exist, requirement will be incorporated in the invitation for return, by a specific 
date in advance of the bid due date, to the Credit and Finance Division of GSA 
form 534. 

d, Upon receipt of properly executed GSA forms 534 from the bidders, the 
Credit and Finance Division shall determine their financial responsibility in 
accordance with 703.03 and advise the contracting officer of the results thereof 
by memorandum. 

703.02 Conduct of negotiations: The Credit and Finance Division shall par- 
ticipate in negotiations to the degree necessary to fulfill the responsibilities pre- 
scribed in 701.02. Offers considered to be acceptable by the contracting officer 
will be brought to the attention of the Credit and Finance Division for review 
of financial aspects prior to acceptance thereof. 

a. Formal offers made in response to an invitation by completion of a document 
in contractual form considered acceptable by the contracting officer will be routed 
to Credit and Finance Division for clearance, together with the recommendation 
for award, as described in f. below. 

b. Informal offers made by letter or telegram which are considered to be 
acceptable by the contracting officer will be routed to the Credit and Finance 
Division for preliminary review of their adequacy as a basis for development 


UNIVERSITY OF MICHIGAN LIBRARIES 








SSA ee wr, ot tune + 


88 JOINT COMMITTEE ON DEFENSE PRODUCTION 


of acceptable financial terms and conditions in a contract. No attempt will be 
made at this point of a preliminary review to determine and express in full all 
the financial terms and conditions which ultimately must be contained in a 
eontract, but the offer, insofar as it refers directly or indirectly to financial mat- 
ters, will be considered in relation to its consistency with probable financial terms 
and conditions of the final contract, as covered by 703.04. Comments and sug- 
gestions regarding financial terms and conditions of the offer shall be furnished 
to the contracting officer, and the offer shall be returned to him. If the offer is 
acceptable from a financial standpoint to the Credit and Finance Division it 
shall be initialed, and when approved from a legal standpoint by the Office of 
General Counsel it may proceed to a contract. If material exceptions are taken, a 
memorandum shall be addressed to the contracting officer outlining the exceptions. 

ec. Verbal offers made by a prospective contractor subsequently will be con- 
firmed in writing, and thereafter shall follow the same procedure as in b. above. 
If it is necessary to develop financial terms to the point of a written offer, the 
contracting officer will request the Credit and Finance Division to participate in 
the negotiations. 

d. Correspondence in connection with pending offers containing financial impli- 
cations will be referred to the Credit and Finance Division for concurrence. 

e. Negotiations by conference as arranged by the contracting officer will include 
the Credit and Finance Division which will receive notice in advance of the time 
and place. A Credit and Finance Division representative shall be present at all 
such conferences except when, at the discretion of the Credit and Finance Divi- 
sion, the subject matter is not pertinent to the exercise of its responsibilities. In 
such instances, the contracting officer will be notified. Terms and conditions, as 
covered by 703.04, will be discussed. In addition, when applicable, financial state- 
ments, cost analyses, and similar material required for proper consideration 
of terms and conditions of the contract will be obtained during such negotiations. 
The result of such negotiations will be confirmed in writing and will be cleared as 
provided in b. above. 

f. Acceptable offers, as summarized by the contracting officer on form BP-1, 
abstract sheet, or other similar decument, will constitute the recommendation 
for award. It will be forwarded to the Credit and Finance Division for con- 
currence, and will be marked “Approved for Financial Requirements.” Such 
approval is tentative and subject to clearance of the terms and conditions of the 
final contract. 

g. Amendments to contracts will be developed in the same manner as prescribed 
in this section for new contracts, except that an abstract sheet need not be 
prepared if no procurement of additional material or if no additional expenditures 
are involved, 

703.08 Financial responsibility of contractors: The Credit and Finance Divi- 
sion shall determine the financial responsibility of contractors as provided in 
102.03 of this chapter. To facilitate timely determination the contracting 
officer will provide the Credit and Finance Division with lists of names and 
addresses of recular contractors, and will supplement such lists when necessary. 
When a contract is proposed with a contractor for whom such a determination 
has not been made, or is not in process of heing made, a determination of financial 
responsibility will be initiated. The processing of the contract, however, will 
not be delayed by the Credit and Finance Division unless sufficient doubt exists 
as to the contractor’s financial responsibility to warrant such delay. 

703.04 Financial terms and conditions: Financial terms and conditions are 
defined in general as those which have any implication leading to the payment 
or collection of Government funds, or to the protection of the Government's 
investment in property or services. Specifically, these include, but not by way of 
limitation, negotiated prices, cost reimbursement features, or any variation 
thereof ; credit terms and conditions, advance payments, subsidies, price adjust- 
ment provisions, including escalation; price redetermination provisions ; payment 
provisions; invoicing requirements; reporting requirements; recordkeeping 
requirements: and audit provisions. 

a. The Credit and Finance Division shall suggest to the contracting officer 
evaluations of advantages which the contractor may be obtaining through un- 
usually large quantities, assurance of market, assumption of risks by the Gov- 
ernment, ete., to the extent that they are susceptible of evaluation by accounting 
and other financial techniques, to assist him in obtaining suitable price con- 
siderations commensurate with such advantages. 

hb. Any contract entirely or in part on a cost-reimbursement basis or any varia- 
tion thereof shall he reviewed by the Credit and Finance Division for determina- 
tion that such cost elements are properly substantiated and clearly defined. 
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This may require obtaining from the contractor cost analyses and other financial 
statements ; or an audit by the Internal Audit Division. In furtherance of section 
304 (b), Public Law 152, as amended, provision will be made for prior review 
and approval of subcontracts under a cost-reimbursement type prime contract. 
These shall be examined by the Credit and Finance Division for consistency with 
the prime contract, and the same principles expressed herein will govern their 
terms to the extent that they may affect the Government’s interests. 

c. Escalation and other similar price-adjustment arrangements may be used, 
as determined by the contracting officer; for example, when the duration of 
contract or uncertainty of operating conditions is such that basic price advantages 
can be obtained through their use. The Credit and Finance Division shall review 
such arrangements to assure that such provisions are bilateral, are based upon 
recognized independent statistical references whenever availabie and applicable, 
are not applied in excess of cost of the factor being escalated, are limited gen- 
erally to major items of direct cost, and are clearly expressed from a technical 
standpoint. Escalation and price adjustments should provide a maximum 
limitation in order that maximum obligation is known and available appropri- 
ations will not be exceeded. 

d. Price redetermination or renegotiation provisions may be used as determined 
by the contracting officer when sufficient cost experience is lacking to permit 
firm pricing. The Credit and Finance Division shall review or assist in devel- 
oping such provisions with the objective of making them as definitive as possible 
under the circumstances, with regard to the specific elements of cost to be con- 
sidered in such redetermination or renegotiation. Broad agreements to adjust 
prices at some future time without naming specific elements to consider will be 
avoided. 

e. Terms normally will provide for payment promptly after delivery, inspec- 
tion, and acceptance, and receipt of properly certified invoices accompanied by 
such supporting documents as may be required. Partial payments usually will 
be made where a series of deliveries is involved. 

1. If the contracting officer considers it necessary, advance payments may 
be made under justifiable circumstances after authorization by the Admin- 
istrator in accordance with the requirements of section 305, Public Law 152, 
Sist Congress, as amended, or other authority of law. Upon justification 
by the contracting officer, the Credit and Finance Division, in conjunction 
with the Office of General Counsel, shall determine whether the circumstances 
meet the criteria established by Public Law 152, 8ist Congress, as amended, 
by other authority of law, or by 102.01d of this chapter; and, if so, shall 
prepare an appropriate recommendation for approval by the Administrator. 
The terms and conditions of payment and repayment, and the security to 
be obtained, will be subject to the approval of the Credit and Finance 
Division. 

2. If the contracting officer considers it necessary, provisional payments, 
that is, payment upen delivery but before final inspection and acceptance, 
shall be considered by the Credit and Finance Division on the merits of 
each individual case. This form of financing, whether the mechanies of 
disbursement are through Treasury facilities or private banking facilities 
by letter of credit, will be employed only if required by foreign governments 
to permit exportation of the material, or if the contractor requires financial 
assistance to enable contract performance, or in other special circumstances. 

The determination in regard to contractor’s need for financial assistance 
will be made on the basis of the contractor’s presentation, which should 
include complete current financial statements, estimates of financial oper- 
ation during the contract period, existing credit sources and explanation 
of their inadequacy to finance the contract(s) in question, and demonstra- 
tion that other forms of private financing are not available on reasonable 
terms. The percentage of the contract unit price to be paid provisionally 
will be held to a minimum, and in no event shall exceed the coniractor’s 
cost at the time of execution of the contract; if this method does not ade- 
quately protect the Government, such other method of calculation as may 
be deemed appropriate under the circumstances will be used. Provision 
should be made for repayment in event of rejection, and the contractor’s 
financial responsibility should be ascertained with consideration to his 
possible liability in that event. 

8. Progress payments may be used in facility expansion contracts to 
pay the contractor installments commensurate with the value of work 
completed. Provision will be made for determination by the Inspection 
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Branch, Federal Supply Service, or the authorized agency, of the percent- 
age of work completed, which will govern the amount of each progress 
payment. A withholding of not less than 10 percent from such progress 
payment will be provided, to be paid upon completion and acceptance of 
all work. 

f. Invoicing, reporting, recordkeeping, and audit provisions shall be reviewed 
or developed by the Credit and Finance Division for conformance with the 
requirements of other interested divisions, or to provide the Credit and Finance 
Division with information necessary to its administration and servicing respon- 
sibilities under 708.07. Where such contemplated provisions do not follow 
a clearly defined established pattern they should be coordinated with the 
Accounting Systems Division. 

703.05. Approval of credit: Where credit is to be extended to a contractor, 
the provisions of parts 1 through 6 of this chapter shall apply. 

703.06 Final clearance of contracts: After completion of all preliminary 
negotiations and examinations, as provided by the preceding sections of this 
part, and the contracting officer has prepared or caused to be prepared the 
eontract in final form, and the final contract, in original and two copies, is 
received in the Credit and Finance Division for approval, the following action 
shall be taken: 

a. The contract shall be reviewed to ascertain that the financial terms and 
conditions are appropriate and that all previously agreed upon recommendations 
of the Credit and Finance Division have been incorporated. 

b. When the contract is approved, the Credit and Finance Division shall 
signify concurrence by initialing the second copy of the contract and forwarding 
all copies of the contract, together with the transmittal sheet, to the Accounting 
Division for prevalidation. 

ec. If the contract is of a type which is known to require participation in 
administration and servicing by the Credit and Finance Division, notation shall 
be made on the routing slip to forward a true copy of the executed contract to 
the Credit and Finance Division. 


Any changes in contract terms subsequently requested by the contractor will 
be referred to the Credit and Finance Division and shall be considered in accord- 
ance with the above procedures. All procedures prescribed above shall apply 
equally to subsequent amendments to contracts. 

703.07 Administration and servicing: The Credit and Finance Division shall 
participate with the Office of General Counsel in advising and assisting the 
contracting officer in the administration and servicing of the performance aspects 
of contracts. These may involve enforcement, default, or termination actions. 
The principles stated in this part will govern the consideration of such actions 
by the Credit and Finance Division. Where credit or collection matters are 
involved, parts 1 through 6 of this chapter shall be applied. Whenever price 
adjustment or escalation provisions become operative, the Credit and Finance 
Division shall evaluate the basic data required by the contract for purposes of 
administration and servicing financial aspects of the contract. The analyses 
prepared from the evaluation will be made available to the Accounting Division 
and/or to the contracting officer upon request. 


SECTION 704.00-—PROCEDURE FOR PROCESSING EMERGENCY PROCUREMENT SERVICE 
CONTRACTS ORIGINATING IN THE MATERIALS DIVISION 


704.01 General: The Materials Division of the Emergency Procurement Serv- 
ice was established to negotiate and administer long-term expansion and develop- 
ment contracts authorized under the Defense Production Act of 1950, as amended. 

704.02 Evaluation of financial aspects of proposed contracts: 

a. Upon receipt of a request from the Contract Administration Branch, Mate- 
rials Division for a financial analysis, accompanied by a report from the Expan- 
sion Branch recommending that a procurement contract be negotiated, the 
Credit and Finance Division shall : 

1. Receive or obtain the applicant's proposal for a contract and related 
information and documentation furnished by the applicant or developed by 
Emergency Procurement Service. 

2. Receive or obtain the appropriate financial statements of the applicant, 
together with such detailed cost schedules as the circumstances require. 

3. Obtain the applicant’s current credit rating by securing Dun & Brad- 
street reports or by reference to standard authorities such as Standard & 
Poor’s or Moody’s business statistics, and in proper case by directing in- 
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quiries to applicant’s references (see GSA forms 1121 and 1122, appendix A), 
or, with respect to foreign contractors, by inquiries addressed to the State 
Department and other agencies of the Government. 

4. Obtain all reports of surveys or studies made either inside or outside 
the Federal Government which are noted in the Materials Division’s recom- 
mendations. 

b. Upon the basis of the information thus received or obtained, the Credit and 
Finance Division shall: 

1. Determine by reference to a program certification and related Office of 
Defense Mobilization documents that funds are available for the purposes 
to be undertaken by the contractor, and obtain from the Accounting Division 
informal advice of fund availability. 

2. Ascertain that the financial condition of the applicant is such as to 
evidence his ability to perform the proposed contract. 

3. Verify conclusions of the Expansion Branch with respect to the finan- 
cial feasibility of the proposed contract. 

4. Analyze cost computations (projected estimates), compare them with 
known costs (from other contracts), and check them for accuracy of alloca- 
tions. (For example, ascertain that sach items as administration and gen- 
eral overhead expense are not excessive and have been properly allocated 
in cost computation.) 

c. After the foregoing verifications of the validity of the data submitted, work- 
ing papers shall be prepared to project the contractor’s cash return over the 
term of the contract, giving due weight to other governmental benefits accorded 
certain contractors, such as the tax benefits set forth in 702.02. In the event 
the proposal is shown by this study to yield an excessive return, a projection will 
be prepared to substitute for that of the proposal reflecting a unit price calcu- 
lated to produce a return which would be justified for that type of contract. 

d. A report of the financial analysis shall be submitted to the Contracts Admin- 
istration Branch, Materials Division, by memorandum and appropriate working 
papers, together with recommendations and comments covering points which 
should be developed in ensuing negotiations. 

e. The financial analysis derived as a result of the procedures described above 
will be discussed by representatives of the Credit and Finance Division, Materials 
Division, Emergency Procurement Service, and Office of General Counsel. The 
representatives of the Credit and Finance Division shall explain their findings to 
representatives of the other services and the meeting will result in recommenda- 
tions as to what terms to propose to the contractor. 

704.03 Participation in contract negotiation and development of financial terms 
and conditions: A representative of the Credit and Finance Division shall par- 
ticipate, whenever appropriate, with the contractor, the negotiator from the 
Contracts Administration Branch, and a representative of the Office of General 
Counsel in discussing the terms for the contract. Information will be developed 
to be included in the contract relative to production, contractor’s ability to 
supply, financial matters, and other facets of the contract. 

The representative of the Credit and Finance Division shall present the pro- 
posed prices based upon financial analysis developed under procedure detailed 
in 704.02. In the event the contractor discloses new facts at the meeting, the 
original analysis will be revised accordingly and a new set of financial recom- 
mendations developed. 

Financial terms and conditions to be included in the contract will be developed, 
as follows: A determination will be made of the necessity for Government financ- 
ing in accordance with the procedure prescribed in 702.00, and financial terms 
and conditions enumerated in 703.04 will be considered applicable. 

A copy of the tentative draft of the contract will be submitted to the Credit 
and Finance Division from the Contracts Administration Branch for verifica- 
tion of financial questions agreed upon in the conference. The financial analyst 
shall review the contract to ascertain by reference to his notes from the confer- 
ence that recommendations made in the conference have been included in the 
contract. Any recommendations that he may have developed subsequently and 
further comments on the contract shall be submitted to the Contracts Administra- 
tion Branch, together with the draft of the contract. Further discussions shall 
be held with representatives of the Materials Division and the Office of General 
Counsel, if necessary, to develop a contract suitable for execution of the program 
and at the same time protect the interest of the Federal Government. 
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In the event a draft is submitted to the contractor and he requests an altera- 
tion of the draft of the contract which has been agreed upon by representatives of 
the various services of the General Services Administration, these proposed 
changes shall be evaluated in the same manner as the origina] proposal, as 
described above, until all terms are mutually agreed upon and a contract satis- 
factory to all parties developed. 

704.04 Clearance of the contract in final form: When the contract in final 
form is submitted to the Credit and Finance Division, together with a GSA 
Form 1: Concurrence Sheet, the following shall be done: 

a. The contract shall be reviewed to ascertain that it is in accordance with the 
terms agreed to by all interested parties. 

b. An Advice of Program Obligation Form DMPA-—41 shall be prepared in 
triplicate to show the obligations to be incurred in terms of probable ultimate 
net cost and gross transactions, and fiscal year requirements, together with a 
justification for the utilization of borrowing authority when necessary. (A copy 
of the form is included in appendix A.) Information for the completion of this 
form shall be derived from the working papers previously prepared for the con- 
tract. A copy of the form shall be retained in the files of the Credit and Finance 
Division and a copy submitted to the Chief, Raw Materials Branch, Budget 
Division, and the original attached to the contract file to be submitted to the 
Accounting Division. 

c. Form COMP-146: Expenditure Forecast (a copy of the form is included 
in appendix A), showing expenditures, receipts, and required borrowing authority 
by fiscal years, will be prepared in duplicate. This form is prepared for budgetary 
purposes ; the original shall be submitted to the Raw Materials Branch, Budget 
Division, the copy retained. Information for this form shall be drawn from 
working papers described above. 

d. When the contract is approved by the Credit and Finance Division, the 
concurrence sheet shall be initialed and the contract, together with the concur- 
rence sheet and the advice of program obligation, shall be submitted to the De- 
fense Accounts Division for prevalidation and obligation. 

704.05 Contract administration and servicing : 

a. Advances: 

1. After a contract has been executed, the Credit and Finance Division 
shall write to the contractor in those cases where an advance is required 
by the contract, specifying the necessary procedure concerning requests for 
advances and the handling of other financial matters relating to the contract. 
The letter shall contain instructions for a cash-flow analysis which will show, 
by major classifications, funds advanced, disbursements to date, unexpended 
balances, and a breakdown of projected expenditures for ensuing periods. 

2. When a request is received from a contractor, together with a cash- 
flow sheet, the cash-flow sheet shall be evaluated and analyzed in conjunction 
with a report of physical progress obtained from the Contracts Administra- 
tion Branch to determine contractor’s current requirements and adherence 
to estimates by classification of expenditures. 

3. Prior to approving the initial advance, the Credit and Finance Division 
shall determine that proper security has been received from the contractor 
for the advance. 

4. In the event the evaluation of statements shows a deviation from 
projected expenditures by classification, the matter shall be referred to the 
Contracts Administration Branch for appropriate action. 

5. After the Credit and Finance Division has satisfied itself that all 
financial aspects of the proposed advance have been met, a memorandum 
shall be prepared to the Accounting Division authorizing the funds to be 
disbursed to the contractor. 

b. Escalation: In those contracts where escalation clauses exist, periodic com- 
putation shall be made by the Credit and Finance Division, and memorandums 
submitted to the Accounting Division stating price per unit as escalated effective 
for the period involved. 

c. Review of contract progress reports: Financial statements and production 
reports required by contracts shall be reviewed by the Credit and Finance Di- 
vision : 


1. To determine the possibility of conditions developing which will adverse- 
ly affect performance (e. g., abnormal increase in costs). 

2. To regularly review the contractor’s cash return on those contracts 
where termination results from realizing a stipulated cash return (i. e., 
floor-price contracts). Where it is apparent that the cash-return provision 
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(termination) will operate, the contractor will be requested to submit more 
frequent reports. A memorandum shall be written by Credit and Finance 
Division notifying the Accounting Division that the contract may terminate 
shortly as a result of the contractor making cash return under the contract, 
and to withhold payment on purchases until it is notified. 

38. To reduce the Government's obligation on those contracts affected by 
passage of time, production, and deliveries to industry. 

4. To watch closely those contracts which require that production must 
reach a certain level prior to the contractor's right to deliver to the Govern- 
ment, to assure that improper payments will not be made. 


d, Price redetermination: Some contracts negotiated by the Materials Di- 
vision include u provision for a redetermination of price after experience in the 
contract. This type of clause is usually limited to those contracts requiring un- 
tested processes or the production of a new product wherein the price is usually 
based upon an estimate and it is expected that the actual cost will be lower when 
operations are on a volume basis. In these cases, it is required that periodic 
financial statements of operations prepared by certified public accountants be 
submitted. The Credit and Finance Division shall review these statements to 
determine the cost and whether or not the unit price should be changed in accord- 
ance with the contract provisions. 


Aveust 11, 1954. 


To: Assistant Comptroller, Accounting, CA; Assistant Comptroller, Credit and 
Finance, CF. 
From: The Comptroller, C. 
Subject: Disbursement of funds. 
I am informed that payments, for materials and supplies purchased under the 
S. and C, M., DPA, and FOA programs, have been made for which satisfactory or 
conclusive evidence with respect to the following was not secured: 


(a) The actual receipt or transfer of title to the Government. 

(b) Quality determination made by a Government employee, or an inde- 
pendent contractor utilized for this purpose, whether employed by the Gov- 
ernment or the seller. 

(c) Quantity determination made by a Government employee, or an inde- 
pendent contractor utilized for this purpose, whether employed by the Gov- 
ernment or the seller. 


I consider conclusive evidence of the receipt of the material or title thereto, 
and the quality and quantity of the materials received as fundamental to the 
payment. Memorandums or unsigned documents and documents executed by the 
supplier shall not be accepted as authentic evidence. 

Your conformance with these requirements in the approval of future disburse- 
ments is mandatory; also, your approval of future contracts must be predicated 
upon the ability of this office to secure the required evidence pursuant to the con- 
tract terms or conditions. 

This supersedes my memorandum to you of June 29, 1954, on the same subject. 


MAx MEDLEY. 


Present Stratus or Operations or Unrrep Srates Trn Corp. 


The present status of the operations of the United States Tin 
Corp. is set forth in the following letter from Mr. Edmund F. Man- 
sure, Administrator of the General Services Administration, to the 
chairman of the committee : 


GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. O., December 21, 1955. 
Re: United States Tin Corp. Contract No. GS-OOP(D)-520 
The Honorable Pau. Brown, 
Chairman, Joint Committee on Defense Production, United States Congress, 
Washington 25, D. C. 


Dear Mr, CHAIRMAN: Milling operations at the project ceased September 26. 


The project has been placed in standby condition, with a caretaker left in charge. 
An inventory of the contractor’s physical property has been taken, and an audit 
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of the contractor’s financial condition, as of September 30, 1955, has been made 
by a firm of independent certified public accountants which will be supplemented 
by a final audit made as of December 31, 

All concentrates milled have been shipped to the Texas City smelter, and all 
perishable commodities, except those needed by the caretaker, were shipped to 
the States and sold. 

The Seattle office of the contractor was closed on November 30. 

Due to the insolvency of the contractor, GSA’s General Counsel has been 
instructed to take steps to exercise the rights of the Government. under the 
mortgages held by the Government on the assets of the corporation. 

Cordially yours, 
EpMUND F. Mansure, Administrator. 


The following supplemental report on the exploration project of 
the United States Tin Corp. was prepared for the committee by Mr. 
C. O. Mittendorf, Administrator of the Defense Minerals Exploration 
Administration : 


Untrep StaTes DEPARTMENT OF THE INTERIOR, 
DeFreNse MINERALS EXPLORATION ADMINISTRATION, 
Washington 25, D. C., September 27, 1955. 
Hon. Paurt Brown, 
Chairman, Joint Committee on Defense Production, 
Congress of the United States, Washington 25, D. C. 


My Dear Mr. Brown: Reference is made to the hearings of the Joint Com- 
mittee on Defense Production in July 1954, during which the request was made 
for a supplemental report on the completion of the defense minerals exploration 
project of the United States Tin Corp. in Alaska. 

In compliance with this request, please find enclosed the DMEA supplemental 
report on the United States Tin Corp. exploration project. If additional infor- 
mation is desired I shall be glad to have you call on me. 

Sincerely yours, 
C. O. Mrrrenporr, Administrator. 


SUPPLEMENTAL REPORT 


DOCKET NO. DMEA~-2228 (TIN), CONTRACT NO. IDM-E3891, AMENDED, UNITED STATES 
TIN CORP., LOST RIVER MINE, ALASKA 


During the hearings of the congressional Joint Committee on Defense Pro- 
duction in July 1954, representatives of the Department stated that the DMEA 
was considering an application for an amendment to the exploration contract 
which would authorize additional work. Such an amendment was executed on 
January 11, 1955. 

The original contract, executed on August 25, 1952, provided for a total of 
$226,000, with 90 percent Government participation, or $203,400. 

The work under the original contract comprised surface construction, such 
as a cook house, boarding house, 4 warehouses (1 quonset and 8 Pacific huts), 
and a 25,000-gallon oil-storage tank. The initial underground work consisted 
of installing a hoist, pumps, etc., to rehabilitate a shaft sunk from the main 
adit level to the 365 level. From this shaft a drift was started west on the 
eassiterite vein on the 200 level. The vein was found to be unfavorable in 
this direction and, therefore, this drift was stopped. The next drift to explore 
the cassiterite vein was driven east a distance of about 300 feet in the footwall 
of the vein on the 365 level. From the footwall drift, 4 crosscuts were driven 
across the vein at intervals of about 100 feet. Only submarginal tin ore was 
exposed in the crosseuts. A crossecut to the southwest from the shaft on the 
365 level exposed submarginal tin ore on another vein (calcite) and was con- 
tinued to the granite contact (cupola area), where more submarginal ore was 
exposed in the crosscut and in one raise near the contact. 

During the period of DMBA exploration work, the company was producing 
and milling ore from the cassiterite vein above the adit level. This aided 
in keeping exploration costs at a lower figure, because the indirect costs of main- 
taining the camp and mine were prorated between DMBA exploration and mine- 
ore production. However, the high operating costs exhausted all the exploration 
funds before the original target areas had been completely explored. There- 
fore, as the mine and mill were still in operation and indirect costs could still 
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be shared, DMBA approved the amendment mentioned above in order to complete 
the original contemplated exploration program. 

The original contract work did not expose any significant amount of com- 
mercial grade ore. However, it is estimated that 238,673 tons of submarginal 
ore averaging about 0.457 percent tin was indicated. 

The amendment of January 11, 1955, added $64,600 to complete the work in 
the target area. This brought the grand total of the contract to $290,600, the 
Government's share being $261,540. 

The work under the amendment consisted of additional drifting, crosscutting, 
raising, and long-hole and core-diamond drilling on the 365 level. Also, 400 
feet of drifting east on the 200 level to explore the cassiterite vein was au- 
thorized. Work on the 365 level was confined to the granite contact area. 
Submarginal ore was exposed on the contacts but no commercial ore was found. 
However, the work on the 200 level along the cassiterite vein indicated that 
the ore shoot, presently being mined on the adit level, extended to below the 
200 level, having probably a lesser width but with the grade of tin in the ore 
increasing. An estimated 95,000 tons of ore assaying 1.63 percent tin was 
indicated below the adit level by this work. The drifting, crosscutting, and 
long-hole drilling was commenced on January 24, 1955, and completed on May 
30, 1955. The underground diamond drilling was started on June 6, 1955, and 
was completed about mid-August, 

The work under the contract is considered completed and DMEA does not 
contemplate at this time furnishing additional funds for further work. How- 
ever, we have an inquiry from the operator as to whether or not DMEA would 
consider an application for additional funds for exploration to determine defi- 
nitely whether or not there is commercial tin ore in the Lost River area, pro- 
vided the operator is successful in obtaining the necessary financial and tech- 
nical assistance for its part in the project. Any decision of this nature must 
be held in abeyance until we receive the final report of the field team. The 
field team is now on this property evaluating the results of all the work accom- 
plished; but the report will not be available for several weeks. Upon receipt 
and review of this report you will be furnished a summary of the exploration 
project. We will also keep you informed of any future action taken by DMEA 
with respect to this project. 


Subsequent to receipt of the above letter the Administrator of the 
Detanth Minersls Exploration Administration advised the commit- 
tee staff that the report of the field team was being prepared; that a 
certification of discovery or development for the project will be issued 
after a study of the report is completed; that the liquidation of the 
salvagable equipment will be delayed until an audit of the project 
expenditures is completed; that the final audit should be completed 
during January 1956; and that project expenditures for exploration 
are estimated to be approximately $283,000, with the 90 percent con- 
tribution of DMEA being about $255,000 of this total under the regu- 
lation applicable to the contracts. 


ComMMITrEER PUBLICATIONS 


The complete list of your committee’s printed reports is as follows: 


Hoarding and Strategic Materials: Hearing before the Joint Committee on 
Defense Production, December 20, 1950. 

Regulation W—Automotive: Hearing on the effect of regulation W on auto- 
motive sales and financing, December 6, 7, 8, and 11, 1950. 

Progress Report No. 1: Discussion of Defense Production Act, Eric Johnston 
and Michael DiSalle, February 9, 1951. 

Progress Report No, 2: To hear Charles E. Wilson, Director of Defense Mobiliza- 
tion, February 8, 1951. 

Progress Report No. 3: Wage Stabilization Board and Defense Production Admin- 
istration, February 13, 1951. 

*Progress Report No. 4: To hear Michael V. DiSalle, Director, Office of Price 
Stabilization, March 2, 1951. 

Progress Report No. 5: Secretary Charles F. Brannan and Michael V. DiSalle on 
eotton controls, March 8, 1951. 


*Supply exhausted ; no ionger available. 
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Progress Report No. 6: Manly Fleischmann, Administrator, NPA, on tax amorti- 
zation program, March 19, 1951. 

*Progress Report No. 7: Charles E. Wilson, Director, Office of Defense Mobili- 
zation, on his April 1 report to the President ; opinion on Government contracts 
by Robert L’Heureux, April 4, 1951. 

Progress Report No. 8: William H. Harrison, Administrator, Defense Production 
Administration, tax amortization and certificates of necessity, April 12, 1951. 

*Progress Report No. 9: Witnesses on the meat production and supply situation, 
June 18, 15, 1951. 

Progress Report No. 10: Charles EB. Wilson, Director, Office of Defense Mobiliza- 
tion; Manly Fleischmann, Administrator, Defense Production Administration ; 
and Michael VY. DiSalle, Director, Oflice of Price Stabilization, price regula- 
tions, allocations, and priorities, November 26 and 27, 1951. 

*Progress Report No. 11 (S. Rept. No. 1061): Steel, copper, and aluminum allo- 
eations survey January 15, 1952. 

Progress Report No. 12: Gordon Dean, Chairman, and others from the Atomic 
Energy Commission, discussion of Savannah River project, November 27, 1951. 

Progress Report No. 18 (S. Rept. No. 1107): Machine tools, January 23, 1952. 

Progress Report No. 14 (S. Rept. No. 1810): World supply, United States pro- 
duction, consumption, imports, and exports of steel, copper, and aluminum, and 
domestic requirements and allocations, March 17, 1952. 

*Progress Report No. 15 (S. Rept. No. 1062) : Electric power study, January 15, 
1952. 

*Progress Report No. 16: Charles E. Wilson, Director, Office of Defense Mobiliza- 
tion, and Manly Fleischmann, Administrator, Defense Production Admin- 
istration, on second quarter 1952 allocations, January 9, 1952. 

Progress Report No. 17: Charles Sawyer, Secretary of Commerce; Thomas H. 
MacDonald, Commissioner, Bureau of Public Roads; and Vice Adm. Edward 
Cochrane, Administrator, Maritime Commission, on second quarter 1952 allo- 
eations, January 15, 1952. 

Progress Report No. 18: Arthur 8. Flemming, Assistant to the Director—Man- 
power, and Rodolfo A. Correa, General Counsel, Office of Defense Mobilization, 
on procurement in labor-surplus areas, February 6, 1952. 

Progress Report No. 19: Various witnesses on the Canadian aluminum proposals, 
May 26 and June 2, 1952. 

Progress Report No. 20 (S. Rept. No. 1987) : Aluminum program, June 30, 1952. 

Progress Report No. 21: Henry H. Fowler, Director, Office of Defense Mobiliza- 
tion, on current and future defense activities, October 1, 1952. 

Progress Report No. 22 (8S. Rept. No. 2): A study of consumer commodity prices 
and margin spreads, October 22, 1952. 

Progress — No. 23: Hearing on price control and OPS activities, November 
19, 1952. 

Progress Report No. 24 (H. Rept. No. 1): Aluminum expansion program and 
competition, January 2, 1953. 

Progress Report No. 25 (S. Rept. No. 154): Review of tax amortization pro- 
gram, April 20, 1953. 

Progress Report No. 26: Hearing of ODM, Munitions Board, and GSA on Defense 
Manpower Policy No. 4, May 4, 1953. 

Progress Report No. 27: Witnesses from Government agencies on proportion o1 
Government contracts awarded to small business concerns, March 8, 1954. 

Progress Report No. 28: Witnesses in the matter of loans to the United States 
Tin Corp. under the Defense Production Act, July 7, 8, 9, 12, 13, 14, 20, 21, 23, 
26, 28, and 29, 1954. 

Progress Report No. 29 (H. Rept. No. 2): United States Tin Corp. loans. 

Progress Report No. 30. Dr. Arthur 8S. Flemming, Director, Office of Defense 
Mobilization, on progress of defense-mobilization program, April 15, 1955. 

Progress Report No. 31: To hear witnesses on the activities of the Interior 
Department under the Defense Production Act. June 9, 1955. 

Progress Report No. 32: To hear witnesses on Defense Production Act contracts 
entered into by the Defense Materials Procurement Agency. July 6, 14, 27, 
1955. 

Progress Report No. 33: To hear Edmund F. Mansure, Administrator, General 
Services Administration, August 3, 1955. 


*Supply exhausted ; no longer available. 





JOINT COMMITTEE ON DEFENSE PRODUCTION 97 


First Annual Report of the Activities of the Joint Committee on Defense Pro- 
duction, 1951. 

Second Annual Report of the Activities of the Joint Committee on Defense 
Production, 1952. 

Third Annual Report of the Activities of the Joint Committee on Defense Pro- 
duction, 1953. 

*Fourth Annual Report of the Activities of the Joint Committee on Defense 
Production, 1954. 


Activities or Acencies Having Funecrions UNper THe DEFENSE 
Propucrion Acr 


All Federal departments and agencies performing functions under 
the Defense Production Act, as amended, were requested to submit 
reports of their activities during the past year for inclusion in this 
report. These have been included in the appendix. 

Also included in the appendix are the Defense Production Act of 
1950, as amended, and Executive orders issued under the authority 
of the act. 


*Supply exhausted ; no longer available. 
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APPENDIX 


OFFICE OF DEFENSE MOBILIZATION 


EXEcUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington 25, D. C., September 19, 1955. 
CHAIRMAN, JOINT COMMITTEE ON DEFENSE PRODUCTION, 
Washington 25, D. C. 


(Attention: Mr. Harold J. Warren, clerk and counsel.) 


Dear Mr. CHAIRMAN: I am very happy to submit herewith the annual report 
of the Office of Defense Mobilization to the Joint Committee on Defense 
Production. 

Sincerely yours, 
ArTHUR 8S. FLeMmine, Director. 


I. INTRODUCTION 


ORGANIZATION 


The present Office of Defense Mobilization was established in the Executive 
Office of the President by Reorganization Plan No. 3 which became effective on 
June 12, 1953. Transferred to the new ODM were all of the mobilization 
planning functions of the National Security Resources Board, as authorized by 
the National Security Act of 1947; the stockpiling functions formerly exercised 
by the Munitions Board of the Department of Defense; and the responsibilities 
assigned to the former ODM, including those carried out by the Defense Pro- 
duction Administration under the Defense Production Act of 1950, as amended. 
As a result, there was established for the first time a single staff arm responsible 
for assisting the President in carrying out central leadership, direction, and 
coordination of the defense readiness and mobilization programs of the execu- 
tive branch. 

In order to carry out its responsibilities, the Office of Defense Mobilization is 
divided into six major areas: Production, Materials, Stabilization, Manpower, 
Telecommunications, and Plans and Readiness. A Science Advisory Committee 
and a Health Resources Advisory Committee also advise the Director on pro- 
grams in these two fields. 

ODM has a full-time staff of about 250 people, supplemented by the use of 
consultants and experts from other agencies or from outside of Government. 
During the past year there has been no significant change in either the organ- 
ization of ODM or in its level of employment. 

ODM accomplishes its mission largely through the planned delegation or 
assignment of mobilization readiness activities to other Government agencies 
while, of course, retaining responsibility for the actions taken. This has enabled 
ODM to remain a small staff agency, concentrating on the development of policies 
and programs which can be carried out by operating agencies. This approach 
brings a broader base of backgrounds and knowledge to bear on mobilization 
problems and it helps officials whose primary responsibilities are for peacetime 
activities to develop mobilization and emergency awareness. 

In most cases, assignments are made by defense mobilization orders. A 
series of orders has been issued making overall assignments of defense mobili- 
zation responsibilities to the Departments of Defense, Commerce, Interior, Agri- 
culture, and Labor, the Housing and Home Finance Agency, and the Interstate 
Commerce Commission. Under development are similar orders assigning respon- 
sibilities to several more agencies. 
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THE MOBILIZATION PROGRAM 


This report is arranged on the basis of the various programs which, all to- 
gether, make up the mobilization program. Some of them were started in the 
Korean period while others are breaking new ground and advancing our under- 
standing of the totally new problems which we would face in any further full 
mobilization. All of the ongoing programs are profoundly conditioned by the 
rapidly evolving technology of war. 

The Government has a broad backlog of experience in meeting the problems 
of limited mobilization such as the Korean war, and of general mobilization 
within a secure homeland such as World War II. Today, however, a new situa- 
tion exists because of the capacity of a potential enemy to inflict a large-scale 
attack on the United States. 

Although every effort is being made to lessen international tensions and to 
promote workable agreements for disarmament, as long as the danger of attack 
exists, priority attention must be devoted to defensive measures which will 
lessen our vulnerability and, as a result, help lessen the possibility of attack. 

Recent public disclosures regarding the effects of the hydrogen bomb highlight 
the importance of measures to minimize the effects of attack on our population 
and production centers. During the past year ODM has emphasized work on 
the unprecedented problems which would be created by thermonuclear attack. 
However, a great deal more effort will be required to advance our state of 
readiness. 


NEW ACTIVITIES 


Programs for the expansion, maintenance, and protection of the mobilization 
base are, to a growing extent, being viewed in the light of a possible attack 
on the Nation. We need to know what constitutes a necessary mobilization 
base under such a condition. This means that we need to estimate what our 
postattack requirements for various resources would be and to compare these 
with our surviving capacity and supply of resources. A study to provide such 
estimates has been started and is discussed in part III of the report. Prelimi- 
nary results should be available during the coming year. 

ODM also has the job of assuring that the Government could provide con- 
tinued leadership after an attack. The program to assure continuity of gov- 
ernment, described in part II, made substantial progress in the past year and 
will be pushed vigorously in the coming year. In particular, plans will be 
pushed for realistic resource mobilization plans and self-triggering emergency 
actions, for developing and staffing a wartime organization, for establishing 
regional mechanism to coordinate Federal programs under attack, and for emer- 
gency relocation of Federal field offices. 

During the past year, a new procedure was adopted for systematic develop- 
ment and review of mobilization plans affecting many agencies and designed to 
meet a variety of mobilization assumptions. This procedure is being contin- 
uously extended and perfected. Tied in with this has been the development of 
mobilization exercises to test concepts and plans as well as administrative pro- 
cedures and readiness. The cencept of civilian war games is a new one which, 
in Operation Alert 1955, indicated its usefulness as a tool for fashioning more 
realistic and effective mobilization readiness plans. 

ODM has been given several new assignments by the Congress which will be 
more fully reflected in our next annual report. 

The recent enactment of the Trade Agreement Extension Act of 1955 assigned 
to the Director the responsibility to advise the President whenever he has rea- 
son to believe that certain imports are impairing or threatening the national 
security. 

The Defense Production Act Amendments of 1955 assigned to ODM respon- 
sibility for investigating the distribution of defense contracts to small business 
and dircted that a report be submitted to the Congress within 6 months. 

The Defense Production Act Amendments of 1955 also provided for the estab- 
lishment of an executive reserve in the mobilization agencies. This is an out- 
growth of a pilot program initiated within ODM during the past year, dis- 
cussed in part V of this report. 

Finally, one very recent program of ODM needs mention. This is the pro- 
gram of emergency actions to maintain the mobilization base in the eastern flood 
areas created by Hurricane Diane. Utilizing its authority under Reorganization 
Plan No. 3, Executive Order 10480, and the Defense Production Act, ODM ordered 
procurement agencies to use their best efforts to award contracts to firms in the 
disaster areas; provided for rapid certification to the Treasury Department of 
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applications for loans or fast tax writeoffs to rebuild the mobilization base; 
authorized immediate leasing on a temporary basis of Government-owned pro- 
duction equipment needed for the resumption of normal operations; and directed 
the use of priorities and allocation powers to assist damaged plants. In de- 
termining eligibility for most types of aid, ODM directed that all expansion goals 
established since the outbreak of hostilities in Korea, whether open or closed, 
were to be considered open for purposes of assisting damaged plants in the 
official disaster areas. 


II. MoprnizaTION READINESS 


The era of the H-bomb has brought to America a new and unprecedented danger 
with which we must live—the danger of sudden massive attack which in hours 
could annihilate millions and substantially reduce the capacity of the American 
economy. This is a situation which, by its magnitude, has never been faced by 
any country in the world. Solutions to many of the new problems are being 
worked out, slowly, by people in many agencies of the Government, coordinated 
by ODM and the Federal Civil Defense Administration, and by people in many 
private organizations—business groups, universities, and foundations. Never- 
theless, the technology of modern weapons is advancing so rapidly, that new 
problems are constantly created. 

Under conditions of sudden attack, “time” will be the most critical factor. 
Time can be stockpiled by anticipating the actions that must be taken after 
attack, thereby reducing the time that would otherwise be consumed by confusion 
and improvisation. 

Toward this end, ODM has developed a number of programs designed to put 
Government organization policies, procedures, and working relationships in 
operating readiness in advance of an attack. The authority for these programs 
is generally contained in the National Security Act of 1947, as amended. 


A. CONTINUITY OF GOVERNMENT 


ODM’s program to assure Government continuity in the event of attack involves 
a determination of essential wartime functions; measures to assure the mainte- 
nance of executive direction, and the emergency or permanent relocation of 
certain of those essential functions. Concurrently, efforts are going forward to 
develop a Government organization structure which could be put into effect in 
the event of full mobilization. As this takes shape, other mobilization plans 
will be adapted to it. 

During the past year, a basic outline was drawn up of an organization structure 
necessary for the effective management of the rehabilitation and mobilization 
problems which would follow a large-scale attack on the United States. Detailed 
plans for each segment of the outline are now being developed. As each plan 
is worked out it is reviewed within ODM and the basic policy issues are sum- 
marized for presentation to the Defense Mobilization Board and the Cabinet. 

Concurrently, steps are being taken to assure a coordinating me*hanism at the 
regional level of Federal operations. Coordinated regional action would be 
imperative under attack conditions. ODM is planning to appoint regional con- 
sultants, who will serve as chairmen of the regional defense mobilization com- 
mittees and will spearhead plans to extend the continuity of government program 
to the field. 


Determination of essential wartime functions 


Planning for the continuity of government requires a survey of the Govern- 
ment’s existing functions to determine what would be essential in the event of 
enemy attack. Responsibility for these determinations rests predominantly 
with the individual agencies. The role of the Office of Defense Mobilization is 
largely one of assistance, coordination, and monitoring. Initial determinations 
have been completed for 26 of the key mobilization agencies. 

The identification of essential functions tends to highlight unresolved policy 
issues and helps in decisions concerning problems of relocation, the wartime 
organizational structure of government, communications, and other supporting 
services, decentralization of executive direction, executive reserve job specifica- 
tion and training, emergency action steps, mobilization test exercises, and dele- 
gations of responsibilities to other agencies. 
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Maintenance of executive direction 


Continuity of government requires maintenance of the command functions at 
all levels. Immediate steps needed vary with different agencies and departments, 
but they include: 

1. Designation of successors to key officials of national, bureau, and regional 
offices in alternate nontarget areas, wherever possible. 

2. Participation by designated field successors in the formulation of agency 
and bureau programs, 

3. Predelegation of adequate agency or bureau program authority to regional 
offices and field establishments so they can meet requirements of an attack 
emergency. 

4. Predelegation of management authority in personnel, procurement, property 
management, communications, field production, and accounting and disburse- 
ments so field officials can carry out the program decisions which they must 
make under emergency conditions. 

The Government agencies have been made responsible for taking necessary 
steps to assure maintenance of executive direction, with ODM providing guidance 
and followup. 


Relocation of essential functions 


It is obvious that Washington, D. C., would constitute a prime target in 
the event of attack. This suggests three possible Government defensive meas- 
ures: permanent dispersion of key agencies to other parts of the country, 
permanent dispersion of key agencies or segments of agencies to sites around 
Washington, or preparations for emergency relocation of these agencies to 
nearby sites in the event of war. To achieve this by either one of the first 
two measures alone was not deemed feasible for many reasons. We believe 
that the best means of assuring continuity of Government is by a combination 
of the three measures wherever possible but with primary emphasis being 
placed on plans for emergency relocation. 

If an agency or subdivision that would be performing essential functions 
in time of war can perform its day-to-day functions removed from Washington, 
it may be desirable to move it from the Washington area or to a location within 
a sector selected for agency use under emergency conditions. Such actions 
are determined on an agency-by-agency basis. In September 1954, the Federal 
Civil Defense Administration relocated in Battle Creek, Mich. The Atomic 
Energy Commission has chosen a dispersal site near Germantown, Md., for 
permanent location outside the Washington target area. 

Most agencies are following the emergency relocation approach. The key 
agencies have established emergency sites at a relatively safe distance from 
Washington to assure continued execution of essential Government operations 
with a minimum of disturbance. Employees designated to perform essential 
functions will operate at these sites in an emergency. 

ODM develops, allocates relocation sectors, receives reports of progress, and 
coordinates overall relocation actions. It follows up to make certain that 
agencies have their relocation plans operationally ready by periodic tests. 

Measures are being developed by various agencies for emergency relocation 
of essential wartime functions carried on in other target cities. This program 
will be stepped-up in the near future. 


B. ODM’S PLANNING PROGRAM 


Mobilization plans under development by ODM and the delegate agencies 
are designed to meet variable mobilization requirements ranging from a slightly 
stepped-up level of mobilization to attack without warning against the con- 
tinental United States. 

The task of developing, reviewing, and integrating these various plans into 
coordinated central planning documents was begun last winter. Additional 
areas have been added since then, and coverage of most resources is expected 
by December 31, 1955. 

A basic feature of all plans is the collective review and integration of 
proposed emergency action directives, legislative bills, proclamations, and Ex- 
ecutive orders pertaining to all mobilization activities. During Operation Alert 
1955, ODM’s procedures for integrating these documents into overall Government 
planning, were outlined to the agency heads and full cooperation is expected. 

As the plans reach maturity and are refined, they will be helpful for ODM 
evaluation of planning progress, will provide needed perspective, will facilitate 
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top policy decisions and will enable critical review of our national readiness 
by the Cabinet and the President. 

Details of these various plans are given in the following sections of this 
report that deal with the various substantive areas. 


©. TESTING OF PLANS AND PREPARATIONS 


To test the adequacy of peacetime planning for mobilization, and to provide 
a training program for the Executive Reserve, ODM has been developing mo- 
bilization readiness exercises or war games. 

In June 1954 an initial test was conducted in connection with the Federal 
Civil Defense Administration’s nationwide Operation Alert 1954. The second 
test was conducted in November 1954. It was designed as a command post 
exercise where some 25 to 30 key mobilization agencies tested relocation and 
communications facilities for 6 hours. 

During Operation Alert 1955, the third in this series of exercises was held. 
Spanning a 3-day period, June 15-17, Operation Alert 1955 was conducted 
with considerable success. Several thousand key officials and employees re- 
located during the test. 

The test revealed many administrative problems. All agencies are being 
urged to develop plans under which small groups of employees will perform 
regular year-round duties at the relocation sites and, at the same time, be 
trained to operate the relocation headquarters in the event of an attack until 
employees from Washington are able to reach them. However, some of the 
present facilities, such as colleges, do not always lend themselves to continued 
activation, even on a small scale. 

The test also pointed up many substantive problems inevitably associated with 
a nuclear attack on the continental United States. For example, the decision to 
proclaim limited martial law was of particular value from the standpoint of 
future mobilization planning. A draft proclamation was prepared during the 
exercise for future study following the President’s decision that, with Congress 
not available and with more than 50 key cities attacked, it would be necessary 
to take an emergency step of this kind. The draft proclamation provided that 
until Congress and the various State legislatures could convene, the Army 
should enforce law and order and carry out decisions of Federal agencies in 
the discharge of the regular emergency authorities vested in them by law and 
the proclamations and Executive orders which were hypothetically issued during 
the exercise. 

Detailed plans for the execution of such an order are being developed and, at 
the same time, a study is being made to determine whether any other course of 
action would be open to a President enabling him to deal with the chaotic con- 
ditions that would follow in the wake of an attack on some 50 United States 
cities. 

Relocation sites where existing operations were in process, were found to be 
more efficient than relocation sites where there were no continuing agency 
operations. In some instances funds available to agencies did not permit ade- 
quate site development or staffing during the operation. 

Next year a more intensive test of readiness plans will be held. Meanwhile, 
all agencies that participated in the recent exercise will run additional individual 
tests, under ODM guidance, of their own operations at relocation sites. These 
tests will be held some time during the period between November 15, 1955, and 
February 15, 1956, but without prior announcement of their exact time. Plans 
are also being developed for continuous testing of the ability of agencies to deal 
with some of the substantive problems that would confront them in the event 
of an attack on the continental United States. 


D. DAMAGE ASSESSMENT 


During the past year work has gone forward on development of a program for 
assessment of the damage to the economy which would be created by enemy 
attack. This program includes measures for rapid assessment of damage using 
statistical techniques and photo reconnaissance, and more refined but slower 
measures for on-the-spot reports. 

The rapid assessment procedure is also used to predict possible damage to 
the economy which might result from future attacks. For this purpose, estimates 
of enemy attack patterns and strength are analyzed statistically in relation to 
estimates of United States defense capabilities, to determine probable areas and 
extent of damage. The assumed bomb drops within these areas are then 
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studied to estimate their effect on the various plants located within the con- 
centric rings of damage. It is not enough to say that 30 percent or 50 percent 
of United States industry is destroyed by a particular attack. Because of the 
many economic interrelationships it is necessary to determine the effect of the 
assumed attack on specific industries and component manufacturers. 

This technique will be used to develop attack damage assumptions for the new 
overall supply requirements analysis now underway, which is described in 
part III. 

Operation Alert pointed up the need to expand damage assessment studies 
in order to provide broader information for mobilization planning and decision 
making. One major deficiency confirmed by the test was the lack of specific 
information which could be developed quickly regarding bomb damage to essen- 
tial segments of industry, transportation, and utilities. There is also a need 
for analysis of numerous and varied attack patterns, in order to estimate the 
outer limits of losses of particular resources. The test also showed the need 
to establish recognized standards for acceptable gamma radiation dosages under 
various conditions; to determine the effectiveness of various measures for re- 
ducing residual radiation (by decontamination) ; and to determine the vulner- 
ability of people, livestock,‘ various structures and materials to thermal 
radiation. 


III. Propuction 


A. SUPPLY-REQUIREMENTS ANALYSES 


Under ODM leadership, defense agencies are engaged in a continuing program 
to measure the Nation’s maximum potential production under full mobilization 
conditions and to analyze the specific supply-requirements relationships that 
would exist. The overall objective is to develop mobilization plans which lie 
within our resources and provide the maximum power that these resources can 
support. 

This program is carried on under the authority of Executive Order 10480, 
section 101 (a). 


First-round analysis 


A first-round overall supply-requirements analysis (previously called the 
mobilization readiness program) was begun in 1953 based upon the assumption 
of a 3-year war not involving attack on the United States soil. 

In brief, the technique which was developed for analyzing supplies and require- 
ments for an assumed mobilization period is as follows: A future mobilization 
period is assumed and a projection is made of the Nation’s overall production 
potential (gross national product) during that period. This is the maximum 
supply of goods and services that would be available under full mobilization 
conditions, 

At the same time, the Department of Defense develops estimates of military 
requirements to meet strategic plans under the conditions assumed, and ODM’s 
delegate agencies develop estimates of defense-supporting requirements and 
civilian requirements set at the minimum levels which will enable the civilian 
economy to provide adequate support for planned wartime programs. These 
requirements are compared with the maximum supplies available. 

Analysis of the supply-requirements situation indicates which resources are in 
approximate balance with requirements; which are in surplus; and which are 
short. Some deficiencies can be met by redistributing the resources. After all 
possible redistribution, remaining deficiencies are measured and decisions can be 
made whether to close the gaps by expanding productive facilities, by stockpiling 
or by developing substitutes, or whether the military or civilian programs must 
be further scaled down. 

Growing out of the first-round analysis, studies were completed during the 
past year on mobilization requirements and supply capabilities for detailed 
shapes and forms of steel, copper, and aluminum. The department of commerce 
is now considering remedial action programs for possible areas. 

Work progressed rapidly on the reexamination of stockpile requirements based 
on the results of the first supply requirements analysis. There are still a num- 
ber of materials to be reviewed; some of these are held up pending receipt of 
additional military requirements. 
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Second-round analysis 


The Office of Defense Mobilization, in cooperation with the delegate agencies, 
is now laying the groundwork for a second-round supply-requirements analysis 
which will be based on Defense Department strategic plans and will provide 
supply-requirements information on two different bases: 

(a) Full mobilization supply and requirements analysis assuming no 
attack on the continental United States. 
(b) Supply-requirements analysis assuming attack. 

The Department of Defense has begun to determine military requirements 
under the new strategic plan. The services have been requested to compute 
their requirements under the plan for a selected list of end items—approximately 
400 to 500—which will represent about 70 percent of the dollar value of procure- 
ment for the assumed mobilization period. This computation will set up require- 
ments and production capabilities without bomb damage assumptions. 

Concurrently, ODM, with its delegate agencies, will estimate civilian and 
war-supporting requirements without attack damage assumptions, based on a 
gross national product projection for the specified period. 

These two sets of requirements data will then be compared with the supply 
estimates and the resulting analysis will indicate the feasibility of the pro- 
gram, in terms of resources, under conventional mobilization assumptions. 

The second analysis will be made on the assumption that a future war would 
be initiated by massive enemy attack upon the United States, using nuclear 
and thermonuclear weapons. Introduction of attack damage assumptions into 
the procedures described above, present many problems and new procedures 
will have to be devised to solve them. Bomb damage assumptions must be 
applied to estimates of both supplies and requirements. Massive damage to 
American cities would not only affect the size of requirements; it would radically 
affect the nature of those requirements. For example, it is possible that some 
raw materials now stockpiled might not be needed because of the shortage of 
manufacturing facilities to use them, while finished goods needed for maintenance 
of a bedrock civilian economy would be in very short supply. 

Accordingly, the delegate agencies, under ODM guidance, will prepare esti- 
mates for (1) minimum civilian requirements under attack conditions, (2) war- 
supporting production requirements based on surviving capacity, and (3) re- 
construction and rehabilitation requirements for the damaged economy. 

Since the strategic plan being analyzed does not assume a bomb attack situa- 
tion, postattack military requirements will not be directly available from the 
requirements analysis of the plan. Accordingly, ODM with the assistance of the 
staff of the Assistant Secretary of Defense (Supply and Logistics) will apply 
the attack damage assumptions to the military end-item schedules. From this 
work estimates of surviving military production, by end-item schedules, will 
be developed and these will be referred back to the Joint Chiefs of Staff for their 
further consideration. 

The sum of the civilian requirements, plus the estimated surviving military 
production, will then be tested against surviving resources. It is expected that 
this work will be substantially completed during fiscal year 1956. The results 
will be utilized by ODM in its mobilization base programs and will be trans- 
mitted to the Joint Chiefs of Staff for any action they may wish to take. 


BR, EXPANSION OF THE MOBILIZATION BASE 
1. Expansion goals 


Expansion goals serve the purpose of measuring the deficit between anticipated 
mobilization requirements and the capacity of industry to meet those require- 
ments. 

During the past year the mobilization program had reached a point where ex- 
pansion goals were required primarily for the expansion of selective materials 
or products peculiarly essential to defense. Accordingly, only two new goals were 
established: One to provide for materials or services directly needed by the 
Military Departments or the Atomic Energy Commission and the other to cover 
electric power interconnections and transmission lines required to directly serve 
the Military Departments, Atomic Energy Commission, or a defense-related 
industry. 

An extensive review of the entire program led to the closing of 45 additional 
goals and a general tightening of the criteria under which goals may be kept 
open or established in the future. The basic criteria now being used in con- 
sidering expansion goals require that, (1) they shall be established only to 
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eliminate those gaps in the mobilization base that must be filled for the successful 
prosecution of a war in the event of general mobilization, (2) they shall be 
based upon existing or potential shortages which, in the judgment of the delegate 
agency and the ODM, require Government incentives for their improvement, 
and (3) shall give consideration to substitutes, conservation of critical materials, 
ees of existing facilities, and the feasibility of extent of increase in 
capacity. 

Of the 226 goals established since the inception of the program only 33 are 
still in effect. Of these, i4 cover materials, 13 are in production, and 6 involve 
transportation facilities or equipment. The objectives set were attained in more 
than 150 of the goals, the remaining ones being closed because of a downward 
revision in requirements or because of changing conditions under which accel- 
erated tax amortization no longer provided an appropriate incentive for meeting 
the objective. The goals still open will be reviewed periodically. 

Expansion goals have continued to be an effective device for directing and 
coordinating the certification activities of the various delegate agencies and for 
maintaining a balance in the expansion program. 


2. Financial incentives 


Financial incentives administered by ODM for the expansion of the Nation’s 
production capacity and supply to meet defense requirements are authorized by: 

(a) Section 124A of the Internal Revenue Code of 1939 (sec. 168 of the 1954 
code), which provides certifying authority for accelerated tax amortization. 

(6) Section 302 of the Defense Production Act of 1950, as amended, which 
provides certifying authority for defense loans and guaranties. 

(ec) Section 303 of the Defense Production Act, which provides certifying 
authority for contractural commitment and guaranty programs. 

(d@) Section 304 of the Defense Production Act, which provides allocation 
authorization for the use of the funds. 

(e) Public Law 520 of the 79th Congress which requires policy advice and 
coordination on financing the strategic and critical materials stockpile. 

Statistical and financial reports are prepared on the tax amortization program, 
the defense loan and guaranty program, the contractual commitment and guar- 
anty program, and the stockpile program. 


Taz amortization 

The rapid tax amortization program provides an incentive to private capital to 
construct or acquire defense facilities with the aid of accelerated depreciation for 
income tax purposes over a period of 60 months. Only that portion of the cost 
of facilities which is attributable to defense purposes is certified. Accelerated 
amortization is in lieu of normal depreciation. The uncertified portion of the 
cost is subject to normal depreciation allowed under the Internal Revenue Code. 

Accelerated amortization shortens the time period in which depreciation may 
be taken. For example, if the cost of an item of capital equipment is normally 
depreciated over a 15-year period, the tax amortization certificate will permit 
deduction over a 5-year period of the portion of its cost which has been certified, 
thus permitting a more rapid recovery of the capital investment. 

Over 20,000 tax amortization certificates, representing an investment of $32 
billion, have been issued with an average certification of 60 percent. More than 
40 percent of total certificates issued have gone to small business, Tax amortiza- 
tion has also been used to encourage the location of defense facilities in labor 
surplus areas. 

Since September 1950, the start of the present tax amortization program, 
American industry, both large and small, has expanded considerably with private 
capital to meet essential defense or war requirements. For example, steel pro- 
duction has increased 25 percent; aluminum production, 100 percent; electric 
power, 55 percent; nickel, 50 percent; and nitrogen, 150 percent. Obviously 
this expenditure of private funds was not made for purely patriotic reasons. 
Every investor hopes and expects to recover his capital expenditure, plus a 
reasonable profit. The tax amortization program merely permits a quicker re- 
turn of the capital investment and does not guarantee or increase the return. 
A certificate in itself is worthless to the holder unless a capital investment is 
made and income is earned against which the investment can be charged. If 
income and tax rates remain constant throughout the life of the property the 
Government ultimately collects the same amount of tax. Apparently certifi- 
cates of necessity have been a great help in encouraging private financing thus 
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lessening the burden of direct Government financing or loans. The interest on 
the borrowed money to replace deferred taxes during the 60-month period is an 
ascertainable cost to the Government. On the other hand, it is not ascertain- 
able how much expansion would have been lost or delayed without the tax 
amortization incentive. Congressional and industrial leaders have expressed 
the opinion that tax amortization has brought about expansion which would 
not have taken place otherwise and that the ultimate cost to the Government 
will be little if anything. Such opinions are not measurable in statistics. What- 
ever the cost of tax amortization may be to the Government there appears to be 
no cheaper way to encourage expansion of productive capacity and supply which 
is identified as and limited to the definition “necessary for national defense.” 


Loans and guaranties 


The defense loan and guaranty program provides that Government loans may be 
made to private business enterprises for the expansion of defense capacity, the 
development of technological processes, the production of essential materials, 
including the encouragement of exploration and development, and the mining of 
strategic and critical metals and minerals. Certificates of essentiality are issued 
by ODM to the Treasury Department for domestic loans, or to the Export-Import 
Bank for foreign loans. These agencies, after determining that the financial fac- 
tors are favorable, are empowered by Executive order to make such loans. Certifi- 
eates of essentiality are not issued in cases where defense expansion can be 
accomplished by private financing with accelerated tax-amortization assistance. 
Section 302 loans may be made only when financing is not otherwise available on 
reasonable terms. To date, defense loans have been approved totaling approxi- 
mately $275 million. 


Contractual commitments 


Contractual commitment and guaranty programs provide for such contractual 
arrangements as— 

(a) The purchase of or commitment to purchase materials, minerals, and 
other metals for Government use or resale. 

(b) The encouragement of exploration, development, and mining of stra- 
tegic minerals and metals. 

(c) The installation of production equipment in industrial plants. 

The contractual arrangement programs have been aimed primarily at provid- 
ing adequate production equipment and supplies of such strategic and critical 
materials as copper, nickel, manganese, and aluminum for defense production and 
for the national stockpile. The probable ultimate net cost to the Government 
for all commitments to date is estimated to be less than $1 billion. 


Dispersion 


The Federal industrial dispersion program provides an opportunity for tax 
amortization to be of assistance in directing defense production to dispersed loca- 
tions. Certification is withheld from projects to be located in congested urban 
areas unless extreme economic hardship is demonstrated by the selection of any 
other site. Consideration is being given to a special goal which would provide tax 
assistance to vital industries to move from potential target areas to dispersed 
areas. 

The following table, based on actual cases processed during the period July 1, 
1952, through February 15, 1955, illustrates the advantages of utilizing tax 
amortization to encourage dispersion. 








Project to which dispersion criteria were applicable 

Projects in which proposed sites were found to conform to dispersion criteria 
not in congested urban areas or near major military installations. - 

Exceptions granted to dispersion criteria because of documented proof sub- 
mitted by the applicant that excessive losses or delays in production or 
unreasonable economic hardships or disadvantages would ensue due to] 
selecting a location in accordance with dispersion standards 

Cases denied for refusal to meet standards and inability to justify exception. 
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8. General industrial components 


One of the fundamental objectives of the Defense Production Act of 1950, as 
amended, and of the National Security Act of 1947 is to identify and remove 
critical deficiencies of resources and capacity which would impede a full mobili- 
zation effort. In every past period of mobilization, various components such as 
boilers, gears, bearings, and valves have been among the most serious production 
bottlenecks. Programing for components has always presented a major problem 
for the reason that demand for these intermediate products must be determined 
on the basis of the production and construction levels for all other products using 
significant quantities of components. 

Accordingly, ODM has been engaged in a program to determine mobilization 
requirements for critical components, to estimate the capacity to produce such 
components under mobilization conditions, and to find ways of removing any in- 
dicated deficiencies. The types of critical deficiencies of greatest concern are 
those which would require a long lead time to overcome; those which would 
seriously impede needed production of an important military end item in an 
emergency; and,those which would prevent the most effective utilization of 
other available resources in achieving maximum production in a full mobilization. 


Studies completed and under way 


Hight studies of component requirements and capacity have been completed 
during the past year. Six of those completed show no significant deficiency 
in capacity: Fractional horsepower motors and generators, transformers, elec- 
trical switch gear, automotive steering gears, automotive universal joints, and 
automotive wheels. Two of the studies completed show serious capacity defi- 
ciencies: High-pressure steam boilers, and steam turbines and turbine gears. 

The studies of component requirements and capacity are conducted by inter- 
agency study groups, working with industry. ODM coordinates the studies, with 
the assistance of an interagency advisory committee, and takes necessary action 
to remove indicated deficiencies. 

The Departments of Commerce and Defense have 52 studies underway, or 
planned. A review of all studies is now underway for the purpose of insuring 
that available study resources are concentrated on those components which 
probably would be most critical in full mobilization. 


Steam turbines and gears 


On September 1, 1955, ODM authorized a program to round out capacity to 
produce steam turbines and turbine gears required for defense mobilization. 
They are used in steam electric power generators and also are an integral part of 
the main propulsion units of naval and maritime vessels. The cost of the pro- 
gram may approximate $70 million. 

Other incentives have proved inadequate in obtaining the required mobiliza- 
tion expansion in this field since additional capacity for these components would 
be used only in wartime. To delay rounding out capacity until an emergency 
developed would result in a bottleneck which could not be broken for several 
years and would limit the number of new ships of adequate speed that could 
then be placed into operation. 

A list of machine tools and equipment required for the program was developed 
a year ago. This is now being reviewed by the Department of Defense and the 
Business and Defense Services Administration of the Department of Commerce 
to assure that tools listed fulfill projected needs. When this has been com- 
pleted the General Services Administration will survey the inventory of Govern- 
ment-owned tools and equipment which do not have current mobilization assign- 
ments. Those not having such assignments will be substituted wherever possible 
for tools and equipment which otherwise would be purchased. 

GSA has been given the responsibility of purchasing the required additional 
tools and equipment. These will be installed on a standby basis in the plants 
of eight companies which have production capabilities in this field. 

The turbine and turbine gear program is the first in which the Government will 
finance directly an increase of capacity in critical components. 


Procedures for removing critical deficiencies 


Existing procedures provide for careful review by the Interagency Components 
Committee of the components selected for study and the methods used in esti- 
mating full mobilization requirements and capacity. Bach study is reviewed 
by the agencies concerned, by industry representatives in the areas involved, by 
the Interagency Components Committee, and the ODM staff. , 
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When it is determined, after this review, that there is a critical deficiency 
which cannot be removed through the use of accelerated tax amortization, a 
proposal is made to the Borrowing Authority Review Board for use of the 
borrowing authority. Before submitting such proposals to the Review Board, 
they are cleared through the Committee on Components and Production Equip- 
ment composed of industrial leaders under the chairmanship of Harold 8. Vance. 
This committee was established for the specific purpose of reviewing the necessity 
for and the appropriateness of the proposed actions to remove critical deficiencies. 

The recommendations on high-pressure steam boilers will be referred to the 
Committee on Components and Production Equipment. As other studies are 
completed, similar action will be taken to remove or reduce any indicated 
critical deficiencies. In view of the limited resources available as compared with 
the probable needs, it is essential that attention be concentrated on the most 
critical deficiencies. 

4. Production equipment 


The production equipment program is concerned with provision for, and main- 
tenance of, an adequate production equipment mobilization base, including the 
entire field of machine tools and metalworking equipment. 

This program is carried out under the authority of the Defense Production 
Act of 1950 (as amended in June 1954 and August 1955, Executive Order 10480 
of August 14, 1953, and the following defense mobilization orders) : 

Defense Mobilization Order I-7, August 14, 1953, delegating authority to cer- 
tain offices and agencies. 

Defense Mobilization Orders VII-1—A and VII-1-B, August 3, 1953, providing 
for the management of Department of Defense-owned production equipment and 
for the establishment of a civil agencies central inventory of idle production 
equipment within the Commerce Department. 

Defense Mobilization Order VII-4, October 9, 1953, outlining ODM policy 
guidance on Government-owned production equipment. 

Defense Mobilization Order VII-7, August 25, 1954, providing for the mainte- 
nance of the mobilization base and establishing a Defense Facilities Mainte- 
nance Board. 

Among the principal activities in which the ODM has been engaged in carry- 
ing on the production equipment program are the pool order program, the in- 
dustrial leasing program, the elephant machine tool expansion and reserve pro- 
grams, the program for controlling the leasing of Government-owned equipment 
for nondefense production purposes, the program for developing and controlling 
central inventories of Government-owned production equipment, and the surplus 
equipment disposal program. 

The principal other Federal agencies worked with in these endeavors are the 
Department of Defense, the General Services Administration, the Business and 
Defense Services Administration and the Maritime Administration of the Com- 
merce Department, the Atomic Energy Commission, the Department of Health, 
Education, and Welfare, and the Small Business Administration. 

Korean period pool order program 

The purpose of this program was to keep the machine-tool producers busy 
building tools needed for mobilization during a period in which they might 
otherwise not have been producing to capacity because of the unavoidable lag 
between the placing of prime defense contracts and the ordering of tools essential 
to the completion of both prime and subcontracts. Under the authority contained 
in section 303 (e) of the Defense Production Act of 1950, the General Services 
Administration made pool order agreements with a large number of machine- 
tool producers, guaranteeing the sale of the tools specified. In the event such 
tools remained unsold, the Government was committed to buying them at a price 
which excludes the manufacturers’ profit and selling expense. 

As of June 30, 1955, the Government’s liability under this commitment amounted 
to only $7.9 million covering 603 units; a reduction of over 12 percent during the 
year. Over 87,000 units have been sold to defense contractors and some 6,400 
are accounted for by contract reductions and cancellations. The net result of 
this program has consequently been the production and sale of nearly 88,000 tools, 
essential to an adequate mobilization base, at a cost to the Government of less 
than six-tenths of 1 percent of their total value. 
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M-day pool order program 


ODM is now developing a machine tool pool-order program for trigger action 
in the event of a future emergency. Last February we requested GSA to pre- 
pare a standard pool-order contract form for use in a future emergency. This 
has been distributed to the owning agencies and BDSA for comments, after 
which a revised contract form will be prepared. ODM has also reviewed data 
from GSA on the Korean program and transmitted an analysis of them to the 
owning agencies for recommendations as to proposed M-day purchasing sched- 
ules. We expect within the next several months to complete all of the details 
of an M-day pool-order program so that it will be available for use in a future 
emergency. 


Industrial leasing program 


Under this program, machine tools and equipment are purchased and installed 
by the Government under leasing agreements with private defense contractors. 
Such agreements were entered into with producers of cutting tools, industrial 
gages and machine tools, in order to provide these industries with added facili- 
ties for expanding production. The leased tools remain the property of the 
Government under the leasing agreements except in those instances in which 
purchase options included in the contracts are exercised by the lessees. 

As of June 30, 1955, contracts amounting to approximately $36 million pro- 
viding for the delivery of 2,738 units of equipment, had been entered into and 
deliveries completed. A total of 2,395 tools remain in contractors’ plants and 
continue to yield the Government a monthly rental under 98 leasing contracts. 
Of the remaining units, 236 are in storage, 4 have been transferred to the national 
industrial equipment reserve and 103 have been sold to contractors. The total 
rental income earned on this equipment by the close of fiscal year 1956 will 
amount to an estimated $11.9 million. It has now become a reasonable expecta- 
tion that this program may ultimately pay for itself. 


Elephant tool facilities expansion program 


In order to provide an adequate number of unusually large multipurpose 
precision machine tools, known as elephant tools, needed for the accomplish- 
ment of known and anticipated defense production needs, ODM directed the 
General Services Administration to undertake a program to expand capacity 
to produce elephant tools. This program involves accelerated tax amortization, 
loan guaranties, installation of Government equipment under lease contracts, 
pool-order agreements, and working capital advances to manufacturers. 

As of June 30, 1955, three contracts had been entered into under this pro- 
gram, providing for the installation of 308 units of equipment valued at $5 
million: Under these contracts, 307 units valued at $4.1 million have been 
acquired and are on lease to elephant-tool producers, leaving a balance of 1 unit 
yet to be acquired. 

In the past 2 years there have been no elephant-tool builders interested in 
expanding their capacity under this program. As a result, ODM is developing 
a supplementary program for an elephant-tool reserve. 


Elephant-tool reserve program 


Many months ago ODM began a survey of all known elephant tools in existence 
in the United States as one fundamental step toward arriving at a determination 
as to whether or not existing stocks are adequate to meet mobilization needs 
and consequently the extent to which Government-owned reserves of these large 
tools might be adequate. Preliminary tabulations are now available showing 
total stocks and the extent of Government and private ownership, by broad 
elephant-tool categories, by age, condition, extent of peak-period use, extent 
of a x direct-defense use, and related information. A summary tabula- 
tion follows: 


JOINT COMMITTEE ON DEFENSE PRODUCTION 111 


[Preliminary] 


Total United States stocks of elephant tools by types and by Government and 
private ownership 





Total Privately owned | Government owned 
Types of tools United 


stock | Number/| Percent | Number} Percent 








Horizontal boring machines 147 
Vertical boring machines 113 
. Radial drills 65 
Gear generators, hobbers, shapers and shavers- - . 
Cylindrical grinders 
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. Plate edge planers 
. Shapers, draw cut 


. Bending rolls 

. Bending and forming machines 
. Press brakes, power driven 

. Presses, hydraulic 

. Presses, mechanical 

. Other types 
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This survey has shown that a considerably larger number of elephant tools 
are in existence—both privately owned and Government-owned—than was an- 
ticipated. 

It also seems clear from these data that existing elephant tools were not 
used to anything like capacity during the Korean defense effort and that full 
use would probably not be the general situation under an all-out emergency. 
Consequently there appears to be no need for any general program of Govern- 
ment financed purchase of such tools. 

However, there probably are a number of isolated elephant tool deficiencies 
that are not revealed by the work done so far. Accordingly, ODM has asked 
the Business and Defense Service Administration to examine military machine 
tool requirements by programs, in relation to elephant-tool capacity to meet 
such programs, with the objective of pinpointing specific deficiencies. If de- 
ficiencies are found, ODM plans to eliminate them through enlarging, as neces- 
sary, the Government-owned elephant-tool reserves of the GSA by an allocation 
of borrowing authority funds for this purpose. This latter phase of the pro- 
gram may be accomplished in the next 3 to 6 months. 


Controls over the leasing of Government-owned equipment 


On October 9, 1953, ODM issued Defense Mobilization Order VII-4, designed 
to prevent the dissipation of that part of the Nation’s machine tool mobilization 
base which is Government-owned. Under the proyisions of this order, Govern- 
ment-owned production equipment may be leased for nondefense production 
purposes only after specific proposals for such leasing have received the prior 
approval of ODM. A procedure was established giving the detailed information 
which each such proposal should contain and the interagency clearances to be 
effected prior to approval or denial. ODM’s objective is to permit nondefense 
leasing of Government-owned equipment only when it can be clearly established 
that the lease is in the best interest of national defense and will add to, rather 
than take away from, the Nation’s industrial mobilization readiness. 

As a result of the experience gained during fiscal year 1955 it appears that 
the existing policy and procedures have become more clearly understood and 
the leasing of Government equipment for nondefense use is satisfactorily under 
eontrol. From the issuance of DMO VII-4 through June 30, 1955, ODM has 
received nondefense leasing proposals involving 68 companies and 1,302 items 
of equipment valued at $16,611,000. Of these, ODM has approved nondefense 
leasing to only 14 companies involving 548 items valued at $3,615,000. Requests 
were denied to 52 companies involving 199 items valued at $8,150,000. Proposals 
on the remaining 555 items valued at $4,846,000 were withdrawn after sub- 
mission. From these facts it is evident that new leasing of Government-owned 
equipment for nondefense production purposes has been only a minor fraction 
of a percent of the estimated 500,000 items which the Government owns. 
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Central inventories of Government-owned production equipment 


The Department of Defense has continued its efforts to establish a complete 
central inventory of all machine tools and related production equipment it 
owns—an estimated 400,000 to 500,000 items of equipment. These are scattered 
throughout numerous departmental depots and establishments and among thou- 
sands of private industrial plants, Central inventory records of approximately 
263,000 items are now on hand in the Pentagon. 

Concurrently, ODM has been developing a complete inventory of production 
equipment owned by all of the other principal equipment-owning agencies of the 
Government. This inventory is now substantially complete. A preliminary 
table follows: 


Preliminary inventory of all Government-owned production equipment 


Owning agency — of _——- 





Department of Defense..........--- aruruvoptabusesidutcnestubasspuncdukine 262,700 | $2, 716, 978, 000 
Maritime Administration 1, 864 14, 120, 000 
General Services Administration 4, 285 54, 414, 000 
Atomic Energy Commission ‘ ‘ " 10, 032 73, 310, 000 
Health, Education, and Welfare...............--..---...- -teictieesbaadeas 411 2, 055, 000 





TOMiaghe~ n> . 279,292 | 2,860,877, 000 








Recently each of these agencies has reported to us the above items of equip- 
ment broken down into 83 standard commodity categories. As a result, we 
will soon know, in sufficient detail for many mobilization planning purposes, 
what these inventories consist of and what part of the total United States stock 
of each category they represent. 


Production equipment surplus disposals 


Defense Mobilization Order VII-1A, directing the Department of Defense to 
submit listings of all production equipment declared excess, was designed to 
prevent the dissipation of the production equipment mobilization base through 
sales of items excess to the Defense Department but perhaps not surplus to 
the defense effort as a whole. Difficulty has been experienced in carrying out 
this provision because it is not easy to mesh it in with existing excess and 
surplus clearance and disposal procedures prescribed by law and regulations 
for the general guidance of all Federal departments. 

Accordingly, during the past year ODM has supplemented this device with 
spot checks upon items offered for sale as surplus at a number of depots and 
establishments. In no instance has a spot check revealed any equipment 
offered for sale that should be retained as a part of the base, However, these 
spot checks did reveal important loopholes in the clearance procedures and 
have now resulted in amended regulations designed to correct these deficiencies 
(DOD Instruction No. 4160.1, July 14, 1955; and DOD Instruction No. 4160.9, 
June 24, 1955.) 


C. MAINTENANCE OF THE MOBILIZATION BASE 


The program for mobilization base maintenance is carried on under the au- 
thority of Executive Order No. 10480. Defense Mobilization Order VII-7, 
issued August 25, 1954, directs that the facilities, machine tools, production 
equipment and skilled workers required to meet minimum wartime mobilization 
needs for the Department of Defense, Atomic Energy Commission, and the Mari- 
time Administration be maintained in the manner which will permit their 
prompt use or conversion in time of emergency. 

To implement this objective, the order directs the Department of Defense, 
Atomic Energy Commission, and Maritime Administration to select facilities 
essential for the mobilization base and to main.ain them te the fullest extent 
possible by placing current procurement, whenever possible, with such facili- 
ties. Upon the expiration of current procurement contracts, the agencies are 
directed to take the following steps to maintain their mobilization base: 

(a) Within the limitations of available funds, place Government-owned 


facilities and tools in standby status and provide for their adequate 
maintenance. 
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(b) Arrange with management of privately owned facilities, whenever 
possible, to hold Government-owned tools and production equipment in effi- 
cient operating condition in or near the plants which would use them, taking 
into account the desirability of safe location. 

(c) Arrange with management, wherever possible, to keep a group of 
key managers, engineers, and skilled workers familiar with the items 
planned for mobilization production. 

(d) Determine the gaps which exist in Government-owned packages of 
tools and production equipment needed to produce mobilization require- 
ments in privately owned plants. Within the limit of funds availability, 
plan the procurement of such tools and equipment with priority being given 
to long-lead-time tools and equipment or those not used in general manu- 
facturing. 

(e) Dispose of Government-owned tools and equipment which have be- 
come obsolete, or which would not be used in event of mobilization. 


Selection of the mobilization base 


The Department of Defense has selected for maintenance 734 plants producing 
or scheduled to produce 451 selected military items. These items are, in gen- 
eral, the most important on the Department’s preferential planning list. Addi- 
tional facilities will be added to the mobilization base as additional plants are 
scheduled to produce the more urgent and complex items which have been 
selected from the preferential planning list. The highly selective character of 
this Department of Defense mobilization base is emphasized by a comparison 
of the number of plants selected (734) with the total number of plants which 
are planned mobilization producers (24,000). 

Since procurement and contracts for the AEC programs are placed almost 
entirely by AEC’s offices and operating contractors in the field, no central list 
of privately owned facilities essential to the AEC mobilization base has been 
assembled to date. Such sources are known to the procurement officers and 
normally are invited to participate in appropriate current procurement. The 
AEC is now developing a list of items which meet one or more of the criteria 
for the selection of the mobilization base as set forth in section 2 of DMO VII-7. 
Current suppliers of such items initially will constitute the mobilization base 
for the AEC maintenance program. This base will be broadened by the de- 
velopment of additional or alternate sources. 

The Maritime Administration has a complete list of the shipbuilding and 
repair yards, together with required expansions, that constitute the mobiliza- 
tion base for that agency. It also has a list of the more important producers 
of the more complex component and equipment items. 


Use of current procurement to maintain the mobilization base 


The Department of Defense issued directive No. 3005.3, which sets forth the 
procedures to be followed by the military departments in implementing DMO 
VII-7. Specifically, the departments are instructed to review proposed procure- 
ment of items contained in the Department of Defense preferential planning list 
to insure that current procurement is integrated with military mobilization 
plants. The review takes into consideration the following: 

(a) Maintaining multiple sources of supply; 

(b) Geographic dispersal; 

(c) Avoidance of undue concentration of contracts in a few leading 
suppliers; 

(d@) Multiple awards; 

(e) Preservation of essential skilled labor forces; 

(f) Utilization of existing open industrial capacity ; 

(g) Preservation of essential management organization and know-how; 

(h) Maximum subcontracting; and 

(i) Any other factors relevant to maintaining a sound mobilization base. 

During the 5-month period, February to June 1955, 185 contracts, involving 
$1.2 billion, were reviewed and awarded for preferential planning list items 
under Department of Defense Directive 3005.3. Of these, 58, or 31 percent of the 
contracts and 8 percent of the value, were awarded to producers not in current 
production of the same items. This shows some spreading, or at least shifting, 
of the mobilization base. There were 11 contracts, involving $10 million awarded 
at some price differential for the sake of maintenance of the mobilization base. 

The essential wartime functions and general responsibilities of the AEC are 
expected, in general, to be an extension of its current activities. AEC’s produc- 
tion facilities are now operating at optimum levels. Upon completion of the cur- 
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rent construction program for the expansion of AEC facilities, this agency may 
be considered to be on a full mobilization basis. Privately owned facilities now 
making equipment for installation in. AEC plants need not, ordinarily, be main- 
tained for future construction needs. Suppliers of items for AEC manufacturing 
programs, generally, are now producing on a basis consistent with wartime levels. 
As a result, current procurement of AEC is automatically integrated with the 
maintenance of its mobilization base. Pursuant to the Atomic Energy Act of 
1954, deviations are made from the policy of awarding current procurement to 
the low bidder whenever such action is deemed necessary in the interest of the 
common defense and security. 


Status of Government-owned facilities and tools 


A report on the status of facilities and tools owned by the Department of 
Defense is expected to be available in October. 

The Atomic Energy Commission has to date identified only two facilities which 
represent maintenance base problems within the objectives of DMO VII-7—the 
Government-owned beryllium plant formerly operated by Clifton Products, Inc., 
Painesville, Ohio, which has been maintained in standby status since April 1, 
1953, and the Radio Corporation of America plant at Lancaster, Pa., where AEC- 
owned production equipment, by approval of ODM, has been leased to the corpo- 
ration. Action will be taken, where appropriate, to maintain other facilities 
essential to AEC, when current contracts are completed. 

In many instances AEC has provided machine tools and other items of produc- 
tion equipment to private contractors manufacturing processing equipment for 
installation in AEC plants now under construction. Upon completion of such 
contracts, the AEC-owned tools generally will be removed from the contractors’ 
Plants. Selected tools have been scheduled for transfer to AEC and contractor 
plants for immediate use. Other items not excess to AEC’s current or potential 
needs will be stored and maintained in conformity with DMO VII-7. Arrange- 
ments have been completed with the Ordnance Corps, Department of the Army, 
for the preparation, storage, and maintenance of this equipment in various exist- 
ing Ordnance Corps warehouses located in the same general geographic areas as 
the plants where the tools are now installed. Subject to modifications prior to 
the time when they become available, the current list for storage represents a 
total of 199 items with an acquisition cost of approximately $7 million. 

The program for maintaining the mobilization—so far as it goes—is operating 
satisfactorily. The need for this program is a continuing one. However, as 
military procurement levels off or declines, the problem of maintenance becomes 
both more acutely needed and more difficult to accomplish. 


D. PROTECTION OF THE MOBILIZATION BASE 
1. Security rating of facilities 


In order to determine the relative importance of key industrial facilities to 
defense mobilization, defense production and the essential civilian economy, a 
program for making security ratings has been in effect for several years. This 
program is carried on under the authority of Executive Orders Nos, 10421 and 
10438. 

These ratings are used as a basis for establishing priorities of effort in many 
defense mobilization programs, and also for civil-defense purposes. 

The Department of Commerce, with the assistance of other agencies, is respon- 
sible for analyzing and recommending ratings for facilities producing specified 
products and services. Product or service ratings are based on the relationship 
between requirements and the capacity of present producers and a judgment as 
to the relative importance of the product or service. Facilities are then rated 
with respect both to the relative importance of the product and the relative im- 
portance of the facility as a producer of the product or service. Facilities may 
thus receive multiple ratings depending on how many products or services se- 
lected for rating they produce. 

Actual ratings are made by the Industry Evaluation Board, composed of 
representatives of the following agencies: Department of Commerce, Depart- 
ment of Defense, Departr-ent of the Interior, Atomic Energy Commission, Fed- 
eral Civil Defense Administration, and Office of Defense Mobilization. The 
Department of Commerce chairs the Board and coordinates the assembly and 
analysis of information in all product and service areas, except for a few non- 
manufacturing services which have been coordinated by other agencies. The 
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Board reviews the information and analysis supplied and the facility rating 
recommended by the agency coordinating the assembly of information. It then 
establishes the rating for each facility with respect to the product or service 
being rated. 

ODM controls dissemination of the information developed by the evaluation 
process, and reviews ratings recommended by Commerce. It also coordinates the 
assembly of requirements information used in the analysis upon which the 
product or service rating is based. 

Over 450 products and over 2,300 producers of these products have been rated. 
In addition, electric utilities, petroleum pipelines, telecommunications, railroads, 
highways, and other selected nonmanufacturing services have been rated. 

During the past year, increasing emphasis has been given to reviewing and 
bringing previous analyses up to date. 


2. Physical security 


The physical security program is designed to reduce the susceptibility of vital 
Government and privately owned facilities to major damage which might result 
from effects of nuclear and other weapons or chemical and biological agents; and 
to prevent acts of espionage, sabotage, and subversion. 

Executive Order 10421 of December 31, 1952, as amended by Executive Orders 
10438 and 10461, provides the authority for ODM supervision of the physical se- 
curity program. The Defense Production Act of 1950 provides the authority 
for establishing necessary incentives to encourage industrial participation. 

ODM is responsible for prescribing policies and programs, developing physi- 
cal security standards, assigning facilities to Federal agencies for the purpose of 
advising and assisting management on physical security programs, and review- 
ing the physical security programs of Federal agencies and keeping the Presi- 
dent informed as requested. During the past year a proposed program for carry- 
ing out these responsibilities was submitted to the Interdepartmental Committee 
on Internal Security for review. Some modifications in the proposal are now 
being developed. As soon as the ICIS recommendations on the program sub- 
mitted by ODM are received, the proposal will be modified and put into operation. 


8. Continuity of industry 


The industrial defense program consists of two elements: activities to plan 
defense measures which can be put into operation in the event of attack, and the 
identification of concentrations cf production which would unduly cripple the 
economy if destroyed by attack. These activities are carried out under authority 
of the Defense Production Act of 1950, as amended; National Security Act of 
1947, as amended; Reorganization Plan No. 8 of 1953; Executive Order No. 
10480 of August 14, 1953; and defense mobilization orders assigning defense 
mobilization responsibilities to delegate departments and agencies. 


Industry-Government planning 


The industry-Government planning program is designed to provide govern- 
mental guidance to industry for developing, on a voluntary basis, defense plans 
which can be put into immediate operation in the event of an enemy attack. 

The Departments of Commerce, Agriculture, Interior, and the Defense Trans- 
port Administration have been assigned responsibility for providing guidance 
and leadership to industry in developing plans and programs to insure, to the 
greatest extent possible, the continuity of essential production and services, 
continuity of management, and facilities protection, should an attack occur. 

The Business and Defense Services Administration, Department of Commerce, 
which is chiefly responsible for implementing the industry-Government planning 
program, has so far conferred with the managements of 241 industrial facilities 
rated by the Department's Industry Evaluation Board as of critical importance 
to national defense. It is anticipated that this program will be extended to 
provide for meetings with the officials of both rated and nonrated defense facilities 
in most areas where field offices of the Department of Commerce are located. 

The Department of Agriculture is analyzing the overall vulnerability of key 
food industries to nuclear attack. To date, 19 analyses have been made and 
reports submitted to ODM. ‘To further the defense planning effort as it relates 
to food industries, nine commodity committees have been established within the 
Department to coordinate the assembly of data needed for defense planning and 
to consult with representatives of certain essential food industries to determine 
measures needed to reduce their vulnerability to attack. 
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The Committee on Oil and Gas Emergency Defense Organization, appointed 
by the National Petroleum Council (an industry group) at the request of the 
Department of the Interior, prepared two manuals which have been published 
by the council. One, entitled, “Disaster Planning for the Oil and Gas Industries,” 
will assist top oil and gas management in formulating plans to offset the effects 
of enemy attack. The other, “Security Principles for the Petroleum and Gas 
Industries,” is primarily a security guide to plant management. 


E. PRODUCTION MOBILIZATION PLANS 


The authority for production mobilization planning is derived from section 103 
of the National Security Act of 1947, the Defense Production Act of 1950, as 
amended, and Executive Order 10480 of August 14, 1953. 


Conventional mobilization plans 


Production mobilization plans and preparations for use in the event of a 
stepped-up mobilization or full mobilization, without nuclear attack on this 
country, are in a satisfactory state of readiness. For the stepped-up situation 
measures are on hand for quick and effective use te assure the Government's 
ability to supply industrial resources needed to fulfill limited military objectives 
and programs yet at the same time permit the economy not devoted to this use, 
to operate on a free basis. The objective of this approach is to profit from the 
administrative experience gained in the Korean war and the actions taken by the 
Government during and since that emergency to expand the industrial mobiliza- 
tion base to avoid the unnecessary extension of direct Government controls over 
all production to accomplish a relatively moderate mobilization production 
program. Preparations for an all-out mobilization, of the conventional type, 
are also in a state of readiness to deal with the opening phase of such a situation. 
Further work is concerned, in the main, with the development of standby regu- 
lations and orders to direct the production and distribution of the many individ- 
ual commodities, products, components, and materials which will require specific 
control treatment during the later phases of an all-out mobilization. The 
delegate agencies, particularly the Department of Commerce, which is assigned 
production jurisdiction over the majority of the industrial items concerned, have 
this job in hand and are proceeding with programs to complete it. Plans and 
the ability of the Government to use them in either a stepped-up or full mobili- 
zation situation rest heavily on the retention in operation of the limited defense- 
materials system under authority of the Defense Production Act. This control 
system is a limited and simplified version of the controlled-materials plan, the 
full-scale production-control system, used in World War II and in Korea, to 
permit Federal control and direction of the industrial economy. Its limited 
operation in the present interim period has been accepted by Government and 
industry as a practicable and necessary standby preparedness measure, to enable 
orderly and rapid expansion of Government controls over production in the event 
of a future war emergency. 


Attack mobilization plans 


Major effort during the past several months has been devoted to the develop- 
ment of plans for dealing with vastly different and unprecedented production 
problems that would follow a nuclear attack on the United States. The first 
production plans developed for this use were given major attention during the 
June Operation Alert by Government production officials and highly qualified 
advisers from outside Government with substantial experience with the problem 
of mobilizing production in previous emergencies. As a result of the evaluation 
and testing of the initial plan, major emphasis has been placed on proposals to 
modify and revise it to capitalize on this experience. A revised plan is expected 
to be ready by October 1955, and developments to date indicate that a substan- 
tially improved and more realistic plan will emerge. 


Mobilization production committee 


The Mobilization Production Committee, established last spring, is expected 
to have a significant influence in developing mobilization plans and carrying out 
the planned program. This Committee is made up of the principal production 
officials of the Departments of Agriculture, Commerce, Defense, Interior, Labor, 
the Atomic Energy Commission, the Federal Civil Defense Administration, the 
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Commissioner (Transportation) of the Interstate Commerce Commission, and 
the Small Business Administration. It represents the principal resource and 
user segments of the economy and includes the Government agencies responsible 
for planning mobilization actions to deal with these areas. The formation of this 
group makes it possible to expose ODM production-plan proposals to careful 
interagency review before they are completed. It also provides, for the first 
time, an effective medium for active interagency collaboration at staff levels in 
the initial preparation of these plans. 


IV. MATERIALS 


The programs in the materials area of the Office of Defense Mobilization are 
based in part on several laws: The Strategic and Critical Materials Stock Piling 
Act, the Defense Production Act of 1950 as amended, the National Security Act 
of 1947, the revisions to the Internal Revenue Code relating to tax amortization 
in 1950 and 1954, and the Agricultural Trade Development and Assistance Act. 
All these laws authorized governmental programs which in part are designed to 
enhance the mobilization preparedness of our Nation as it relates to materials. 
Reorganization Plan No. 3, dated June 12, 1953, consolidated into the Office of 
Defense Mobilization responsibility for policy guidance on defense aspects of 
these programs which has been discharged entirely or in part by other agencies 
of the Government. 

Continuing the policy of integration of Government defense-materials pro- 
grams, during this year ODM has carried further its program of delegating 
responsibility for the operations of many activities relating to materials pre- 
paredness, while retaining responsibility for determining the policy of these 
operations. For example, on November 12, 1954, Defense Mobilization Order No. 
I-13 delegated authority to the Secretary of the Interior for mobilization 
preparedness studies and programs relating to production and processing of 
metals and minerals. Stockpile operating activities are largely carried out by 
the emergency procurement service of the General Services Administration. 


ACQUISITION FOR STOCKPILE 


During fiscal year 1955, the stockpiling program moved steadily ahead to 
decrease dependence upon foreign sources of supply in time of national emer- 
gency. During the year, the Emergency Procurement Service of the General 
Services Administration purchased about $600 million worth of materials for 
the stockpile (see chart). As of June 30, 1955, total stockpile inventories were 
valued at about $5.6 billion. Acquisitions during the year represented approxi- 
mately 2 million tons of strategic and critical materials transferred into stock- 
pile inventory. Total minimum stockpile objectives were valued at about $7 
billion. 

As of June 30, 1955, it was estimated that about $1 billion worth of stockpile 
grade materials may be delivered into DPA inventories over the next few years 
as a result of previously negotiated expansion contracts. If needed, these mate- 
rials will be transferred into stockpile inventories and the DPA account reim- 
bursed at market prices. During the fiscal year approximately two-thirds of 
all materials purchased for the stockpile to meet minimum stockpile objectives 
came from DPA inventories. 

As a result of the President’s directive in March 1954 to the Office of Defense 
Mobilization to establish new long-term stockpile objectives for metals and 
minerals, 47 long-term stockpile objectives were established during the fall and 
winter of 1954-55 for all metals and minerals on the stockpile list. Ten of 
these objectives are the same as the minimum objectives. For the other 37 
materials, long-term objectives are greater than they otherwise would be by 
an amount necessary to allow for wartime imports only from countries to which 
access can be had with the same degree of reliance as is afforded by sources 
within the United States. The attached chart indicates the difference between 
methods of determining supply factors in computing minimum and long-term 
stockpile objectives. 


LiIDKRANICS 


weet eeeratwveb & WS 





Ny 
: 
£ 
‘ 
t 
iS 
= 
< 
¢ 
= 
« 
> 
C 
% 
& 
bela 
= 
3 


JOINT COMMITTEE ON DEFENSE PRODUCTION 


STOCKPILE STATUS 
(In Billions of Dollars ) 


Balance 
& —« to be 
4 Acquired * 
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* Does not take account of materials on hand or on order under 
Defense Production Act contracts. 


Note: Levels of objectives and values based on market prices as of 
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During this year, approximately $900 million worth of materials was acquired 
toward filling these long-term stockpile objectives. These acquisitions came pri- 
marily from credits of materials held in stockpile inventories in excess of the 
minimum objectives. Transfers of materials from DPA inventories also added 
substantially to the totals. Large quantities of materials are scheduled for 
future delivery from the inventories of the CCC acquired or to be acquired in 
exchange for surplus agricultural products. Open-market purchases represented 
the remainder of the acquisitions toward long-term objectives—about $100 mil- 
lion, the bulk being lead and zinc. 

Considerable progress has been made in reviewing stockpile objectives. During 
the period July 1, 1954, to August 15, 1955, comprehensive materials reviews 
resulted in the following actions: (@) increased objectives for 18 materials, (b) 
decreased objectives for 23 materials, (c) reaffirmed 4 objectives, and (d) added 
5 materials and removed 4 from the list of strategic and critical materials for 
stockpiling. 

SPECIAL PROBLEM MATERIALS 


Problems relating to the acquisition of some of the few materials which remain 
as threats to our materials security as measured by progress toward filling stock- 
pile objectives are discussed below : 

Primary aluminum output resulting from Government-assisted projects con- 
tinues to rise while imports have declined. The unforeseen demand for increased 
and new usage for civilian requirements was temporarily met by the deferral of 
350 million pounds scheduled for stockpile delivery during the first three quar- 
ters of the year. Further Government assistance in aiding a third round of 
aluminum expansion has been discontinued. 

Shortages of copper in the past year have led the ODM, except for a short 
period early in 1955, to divert copper to industry from delivery to the stockpile 
and the DPA inventory and in addition to sell substantially all the copper accu- 
mulated in the DPA inventory. None has been released from the national stock- 
pile. The shortage of copper has occurred despite additional supplies, estimated 
at 175,000 tons for 1955, which resulted from the Government-sponsored expan- 
sion program. Because of large losses of supply resulting from copper work 
stoppages which have occurred since mid-1955, heavy industrial demand and 
exceptionally low inventories, the shortage is expected to persist for some months. 
It has been the policy of ODM to divert copper only for short periods, based on 
periodic review of the situation. The deferrals have been requested by the 
Department of Commerce, reviewed and recommended by the Defense Mobiliza- 
tion Board, and then approved by ODM. 

The problem of maintaining the domestic production component of the metal- 
lurgical fluorspar mobilization base by stockpile purchases continued throughout 
the year. 

The objective for battery grade synthetic dioxide manganese has recently been 
established and some expansion of industrial production is being considered. 

The searcity of high-grade mica continues. The premium domestic purchase 
program remains relatively ineffective in helping fill the stockpile. A number of 
special investigations were initiated to ascertain the possibilities of increasing 
foreign procurement and of developing synthetic and other substitute materials. 
Progress is being made in both directions and it is hoped that tangible results 
can be reported shortly. 

United States nickel supplies have been increased considerably as a result of 
previous Government-sponsored expansions, and the rate of deliveries into the 
stockpile has consequently improved. Because of substantial increases in in- 
dustrial demand, scheduled stockpile deliveries have been adjusted to permit the 
deferral of 7 million pounds during this year. This deferral is a very small part 
of the total quantity of nickel received during this period and will not delay 
completion of the stockpile by more than a few weeks. The long lead-time re- 
guired for pending or proposed new expansion projects would prevent any sub- 
stantial amount of nickel production coming to the stockpile from these sources 
before mid-1958. 

The shortage of selenium continued to be critical and the search for new 
sources has been intensified and accelerated by industry and Government 
agencies. Various new sources of this metal have previously been investigated 
without much hope of commercially feasible production. Recent new discoveries 
of uranium ore accompanied by a relatively high content of selenium offer pos- 
sibilities for byproduct production of selenium within the next 2 or 3 years. 
These will be thoroughly investigated in the coming months. Metallurgical re- 
search on the extraction of selenium from new sources has also been expanded. 
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The purchase of high-purity grade selenium in addition to commercial grade 
selenium for the stockpile has been authorized. 

Certain titanium production, processing, and fabricating problems which are 
reflected in uncertain quality and high cost remain as retardants to general use 
of titanium by the military departments. The recently announced six-point pro- 
gram of the Department of Defense is aimed at expanding the research and 
development effort and at gaining much needed experience in melting, fabricating, 
and utilization of titanium, so that quality will increase and cost come down. 
Inventories of titanium sponge are being retained in the DPA account to provide 
a readily available source of titanium sponge for the consuming industry when 
needed. Government assistance to provide additional sponge production at this 
time has been suspended. 


MATERIALS SUPPLY MOBILIZATION PLANS 


Within the general framework for mobilization planning the materials area 
has set forth the responsibilities for its delegate agencies: The Department of the 
Interior for metals and minerals, petroleum, gas, coal, coke, etc., the Depart- 
ment of Agriculture for agricultural materials, and the Department of Commerce 
for chemicals and other materials, and the General Services Administration, 
which is responsible for contracting. These mobilization plans are intended to 
assure continued production of all basic materials which will subsequently be 
needed for defense purposes, including reconstruction. The plans provide that 
the delegate agencies will serve as the claimants for materials-producing in- 
dustries for necessary power, machinery, maintenance, repair and operating, 
supplies, manpower and transportation, and that they will advise on the condi- 
tion of prospective supplies of materials in the United States and in strategically 
accessible countries. They also provide for directing the flow of raw materials 
in various stages of treatment to ensure continuity where the normal flow is 
disrupted. In certain instances where supplies of materials from the stockpile 
and producers expected to be in operation would be inadequate, plans are being 
developed for expansion of materials production after the start of war. The 
stockpile custodian, General Services Administration, has been directed to take 
certain steps to further disperse stockpile storage locations that are vulnerable. 
General Services Administration is prepared to submit to the Office of Defense 
Mobilization promptly, after an attack, information on the status of materials in 
the national stockpile. 


EXPANSION OF MATERIALS PRODUCTION 


Expansion programs under the Defense Production Act are currently in effect 
for 21 stockpile materials. Although largely developed during the Korean 
emergency, many of these expansion programs call for deliveries to the Govern- 
ment through 1958, and some run through 1962. These expansion programs, 
tegether with other stockpile purchases, should fill most of the minimum stock- 
piles within the next 2 years. Accordingly, few new expansion contracts were 
considered during the year. 

The Defense Materials Exploration Administration has continued its programs 
of advancing funds for the exploration and development of prospective domestic 
mineral deposits. As of June 30, 1955, a total of $22.5 million has been spent on 
767 contracts; thus far 261 have found ore and 201 of these have been certified 
as discoveries. The estimated value of the ore covered by the certifications is 
about $216 million. To date, about $19 million worth of ore has been marketed 
and about $950,000 in Government advances has been repaid. Some 30 materials 
are involved in these discoveries. 


MAINTAINING THE MOBILIZATION BASE FOR METALS AND MINERALS 


Based on the recommendations of the Cabinet Committee on Mineral Policy 
as approved by the President on December 1, 1954, and consequent delegations 
of responsibility, the Department of the Interior is responsible for recommend- 
ing the proper level of efficient domestic production for metals and minerals re- 
quired as adequate components of the mobilization base. When the production 
level is, or is likely to become, insufficient to maintain the mobilization base, a 
comprehensive program to maintain that base is developed involving the best 
use of the various existing authorities of the Government or, if necessary, recom- 
mending appropriate legislative actions. 
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For many materials such as aluminum, copper, tungsten, molybdenum, mica, 
and manganese, specific contracts and broad programs in effect under authority 
of the Defense Production Act assure continued domestic production. For others 
such as lead and zinc, recommendations have been received from the Depart- 
ment of the Interior as to required programs and these programs are being imple- 
mented. The present high level of business activity in general, and programs 
currently in effect, result in few situations where the domestic production com- 
ponent of the mobilization base is currently imperiled. 


DOMESTIC MINERALS PURCHASE PROGRAMS AT PREMIUM PRICES 


The Domestic Minerals Program Extension Act of 1953 (Public Law 206, 83d 
Cong., August 7, 1953) made a blanket 2-year extension of the original termina- 
tion dates for domestic mineral purchase programs, covering asbestos, beryl, 
columbium-tantalum, manganese, mica, tungsten, and chrome. These programs 
were scheduled to expire at the ends of various time periods (generally from 
3 to 5 years) or when quantities specified in the program had been accepted 
by the Government. Consequently, in certain cases, the Government has been 
required to buy materials that would not otherwise have been purchased for 
defense purposes. 

In 1955 the Congress passed H. R. 6373 which would have doubled all quanti- 
ties that the Government offered to purchase under the original program (and in 
the case of manganese, would also have added two new low-grade purchase 
depots not previously in operation) although the Office of Defense Mobilization 
reported that there was no defense need for such action. 

On August 14, the President disapproved H. R. 6373 citing the fact that 
defense needs have been met for several of the minerals covered by the bill, 
that the fiscal arrangements provided were unsound in that they bypassed the 
usual budgetary processes and directed use of the defense borrowing authority, 
and that the bill would apply to only a small segment of the domestic minerals 
industry thus making solution of the overall problems of the industry more 
difficult. 


DISPOSAL OF STOCKPILE SURPLUSES 


Following reductions of the stockpile objectives for palm oil and pyrethrum 
and the removal of quinine from the stockpile list, the Office of Defense Mobiliza- 
tion directed the Emergency Procurement Service in the General Services Ad- 
ministration to dispose of certain surplus stocks of these materials in accord- 
ance with the provisions of section 3 (e) of the Stockpiling Act. In September 
1954 the Government announced in the Federal Register its intent to sell 11 
million pounds of palm oil and, after a conference with an industry group 
in March 1955, we offered an additional 30 million pounds. After meeting with 
industry to develop a satisfactory pyrethrum disposal program, we are offering 
60,000 pounds of pyrethrum extract for sale starting in November 1955. With 


respect to quinine, we are also offering in November 1955 that part of the stock- 
pile in the form of totaquine. 


INTERNATIONAL ASPECTS OF DEFENSE MATERIALS ACTIVITIES 


The Office of Defense Mobilization has continued its participation in the inter- 
national aspects of materials mobilization with other United States agencies 
and other governments. : 

Office of Defense Mobilization activities have included: (1) A close and con- 
tinuing working arrangement with the Canadian Defense Production Authori- 
ties, (2) assignment of the regular United States representative to the Indus- 
trial Raw Materials Planning Committee of NATO. 

In conjunction with other United States agencies, these activities have in- 
cluded: (1) Representation on the Advisory Committee on Export Policy and 
the Economic Defense Advisory Committee, which advise the Secretary of Com- 
merce and the Administrator of the International Cooperation Administration, 
respectively, on the exportation of materials, which because of shortages in the 
domestic supply or on grounds of strategic security, respectively, may require 
some form of export control, (2) participated on the Interagency Staff Com- 
mittee on Agricultural Surplus Disposal, which advises the Secretary of Agri- 
culture on country programs involving the sale of United States surplus agricul- 
tural products for foreign currency, the proceeds of which are allocated by the 
United States for eight different uses, including the purchase of strategic mate- 
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rials for the supplemental stockpile, (3) acted with other agencies on many 
occasions concerning foreign sources of supply, under the Office of Defense 
Mobilization’s normal responsibility for the national stockpile. 


V. MANPOWER 


The manpower functions of the Office of Defense Mobilization are based upon 
the authority vested in the Director by the National Security Act of 1947, as 
amended; the Defense Production Act of 1950, as amended; Executive Order 
10488 of March 13, 1953; Executive Order 10461 of June 17, 1953; and Execu- 
tive Order 10480 of August 14, 1953. 

During the past year the Office of Defense Mobilization has coordinated and 
directed the defense manpower activities of the Government, utilizing, when- 
ever appropriate, the ODM Manpower Policy Committee, the Labor-Management 
Manpower Policy Committee, the Committee on Specialized Personnel, and the 
Surplus Manpower Committee. 

The ODM Manpower Policy Committee is made up of policy-level representa- 
tives of the Departments of Labor, Defense, Agriculture, and Health, Education, 
and Welfare; the Selective Service System; the Civil Service Commission; the 
Federal Civil Defense Administration; the Housing and Home Finance Agency ; 
and the Defense Transport Administration. 

The ODM Labor-Management Manpower Policy Committee is made up of 
leaders from the fields of labor and industrial and agricultural management. 

The ODM Committee on Specialized Personnel is made up of persons with 
authoritative knowledge of specialized manpower resources and requirements 
and of the measures required for the effective mobilization and utilization of 
such personnel. 

The ODM Surplus Manpower Committee is an interdepartmental committee 
which includes representation from the Department of Defense, including the 
three military departments; Department of Commerce; Department of Labor; 
General Services Administration; and Small Business Administration. 

The function of all these committees is to advise the Director of ODM in their 
respective fields of interest, and the ODM Assistant Director for Manpower 
serves as chairman of them. 


MANPOWER RESOURCES 


The report on Manpower Resources for National Security which was completed 
in January 1954, was utilized in the preparation of the President’s proposal for 
a national reserve plan which was enacted as Public Law No. 305 and approved 
by the President on August 9, 1955. 

Continuing studies of manpower resources and requirements indicate that 
the presently projected level of mobilization will be marked by ample manpower 
supply in terms of numbers but an inadequate supply of highly trained scientists, 
engineers, and skilled craftsmen. Substantially more men will be available for 
military service than will be required to maintain the Armed Forces at a level 
strength of 2.89 million. With Armed Forces at this size and without the 6 
months’ training features of the national reserve plan, the selective-service pool 
would reach almost 1.8 million men by 1959. 

Fully adequate manpower is thus available for the training of 250,000 men 
under the 3 to 6 months’ service and training program provided for in the 
national reserve plan. With an additional drain of 100,000 in fiscal year 1956, 
200,000 in fiscal year 1957, and 250,000 during each of the fiscal years 1958 and 
1959, selective-service pool will then amount to about 1 million. This is an 
adequate manpower reserve from which to seek long-term enlistments for the 
military services. 

In terms of highly developed professional and manual needs, our manpower 
for the present level of mobilization and economic activity is inadequate to meet 
a fully desirable level of technological advancement. There is evidence that 
both military and industrial technology are being retarded in certain critical 
fields by a shortage of highly trained scientists, engineers, technicians, and skilled 
craftsmen. 

THE NATIONAL RESERVE PLAN 


During the past year ODM worked with the Department of Defense and the 
Selective Service System in the further development and presentation to Congress 
of the national reserve plan. The legislation enacted by Congress and approved 
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by the President August 9, 1955, is a substantial step forward in the problem 
of assuring the Nation a Reserve Force capable of providing support to the 
Regular Forces. However, as stated by the President at the time of signing the 
bill, there are still substantial questions which require further study in the 
development of additional recommendations to the Congress. The nature of 
these recommendations will depend somewhat on the experience under the 
recently enacted legislation, and particularly on the response to the provisions 
of the legislation permitting the voluntary enlistment of draft eligible men under 
the 6 months’ training provisions. If experience indicates that insufficient num- 
bers of these men respond, it may be necessary again to take up the question 
of obtaining additional men by induction. 

In addition, the failure of the bill to afford the same guaranty for training for 
the National Guard as for the Reserve will require further study and recom- 
mendation. 

Work is progressing on the study of measures required to implement the 
recently enacted national reserve plan in such a manner as to strengthen both 
our military forces and the supporting economy. The primary measures which 
are of interdepartmental concern are as follows: 

1. Establishment of criteria for the selection of personnel with critical skills 
for entry into the special 3 to 6 months’ program under section 262 of the Armed 
Forces Reserve Act of 1952, as amended ; 

2. Establishment of criteria for the screening of members of the Ready Reserve 
into the Standby Reserve ; 

3. Establishment of criteria for the guidance of the Selective Reserve System 
in determining the availability of Standby Reserves for call to active duty in 
time of emergency ; 

4. Establishment of criteria for the retransfer of Standby Reserves when it 
has been found that the reason for their initial transfer to the Standby Reserves 
no longer exists. 


STUDENT DEFERMENT 


As a result of a comprehensive review of student and occupational deferment 
practices, recommendations were made to continue the undergraduate student 
deferment program under the present criteria and to strengthen the graduate 
program. Accordingly, an Executive order issued September 20, 1954, raised the 
graduate deferment criteria to a higher level, and a Selective Service System 
bulletin to local boards emphasized that graduate students possessing acceptable 
scholastic qualifications should be considered for completion of the particular 
segment of the graduate program for which deferment was originally granted. 


INTERDEPARTMENTAL COMMITTEE ON TRAINING OF SCIENTISTS AND ENGINEERS 


A special interdepartmental committee completed study in April 1955 on meas- 
ures which might be taken to improve the quality and increase the supply of our 
highly qualified scientists and engineers. The recommendations of this Com- 
mittee are being considered by the President and will be released to the public 
in the near future. 


MANPOWER MOBILIZATION PLANNING FOR THE NORTH ATLANTIC TREATY ORGANIZATION 


During this period, a study of civilian manpower mobilization planning in 
NATO was made in conjunction with the United States regional office staff in 
Paris. This study disclosed that civilian manpower planning in NATO is lagging 
far behind that in the military field. Recommendations for remedial action were 
made in a report to the United States permanent representative on the North 
Atlantic Council in March 1955. 

Technical assistance has also been provided in the evaluation of military man- 
power resources requirements data being collected by the working group on na- 
tional military service of NATO. The study undertaken by this group was at 
the request of the Annual Review Committee as a result of changes made in the 
strength of some M-day forces and the reduction in periods of active service by 
several NATO countries. 

In order to develop civilian manpower mobilization plans which will support 
military plans in Europe, it is essential that the staffs of both USRO and NATO 
be strengthened with well-qualified specialists. When this has been done, the 
work of the several manpower working groups in NATO should be given much 


stronger encouragement and support by the manpower departments and agencies 
in Washington. 
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MANPOWER PROGRAM FOR FULL MOBILIZATION 


The National Labor-Management Manpower Policy Committee, which recom- 
mended to the Director of ODM a manpower program for full mobilization, has 
been reconvened to review the proposed program in the light of the experience 
in Operation Alert 1955 and in the light of additional information on the effect 
of nuclear attack on the continental United States. 


NATIONAL-DEFENSE EXECUTIVE RESERVE 


The Defense Production Act amendments of 1955 authorizes the President 
to establish a civilian reserve, the members of which would be trained to serve 
in governmental executive posts in the event of an emergency. 

Pending the establishment of the statutory reserve, the Office of Defense 
Mobilization organized a pilot nucleus reserve of executives drawn from industry, 
labor, and other private institutions. This reserve has approximately 50 mem- 
bers at present. This pilot unit was organized to test the methods and tech- 
niques for identifying, recruiting, and training executive talent for mobilization 
assignments. 

Work is now going forward on establishment of the executive reserve on a 
governmentwide basis as contemplated by the Defense Production Act amend- 
ment. 

MAINTAINING ESSENTIAL SKILLS 


On January 12, 1955, the Director of ODM established an Advisory Com- 
mittee on the Watch Industry to make recommendations on measures needed 
to maintain the domestic industry on a long-term basis to the extent necessary 
to preserve the skills essential to meet mobilization requirements. This Com- 
mittee has met from time to time to consider special reports by segments 
of industry, but it is anticipated that 12 to 18 months of experience will be neces- 
sary before the effects of the 1954 tariff changes can be determined. 

As a result of decisions made by the Treasury Department regarding assess- 
ment of duty on watch movements susceptible to upjeweling, legislation was 
introduced designed to prevent this technological development from removing 
the tariff protection afforded domestic manufacturers. The proposed legisla- 
tion, which was not voted on during the first session, was designed to maintain 
the relationship between domestic producers and importers which existed prior 
to the Treasury Department decision in order that the effects of the 1954 changes 
could be determined. 

LABOR-SURPLUS AREAS 


Defense Manpower Policy No. 4 was amended in such manner that firms in 
areas experiencing substantial labor surplus which do not have a labor force 
sufficiently large for regular classification may participate in the Department 
of Defense set-aside procurements. 

To further encourage industry to locate defense plants and facilities in such 
manner that maximum utilization of manpower can be achieved in the event 
of full mobilization, ODM authorized on September 30, 1954, the granting 
of higher than normal fast tax writeoffs to new or expanding defense-production 
facilities, within the limits of open industrial expansion goals, and other regular 
criteria, locating in any area of substantial labor surplus. 

From the initiation of this program on November 4, 1953, until August 11. 
1955, when this program was suspended during the general review of ex- 
pansion goals, a total of 49 certificates was issued to 42 firms involving total 
investment of more than $211 million. The new facilities so certified would 
provide over 10,000 jobs in these distressed areas. This does not include the 
employment created by the construction of the facilities nor any secondary em- 
ployment resulting from these new facilities. 

Although employment is presently at an alltime peak, there still remain 31 
major labor-market areas that are experiencing substantial labor surplus. 

During the period from July 1, 1954, through June 30, 1955, military contracts 
valued at $1,465,967,054 were awarded to firms in labor-surplus areas. Of this 
total, contracts valued at $47,770,205 were awarded through preference under 
Defense Manpower Policy No. 4; $21,637,828 of this went to small-business firms. 


MANPOWER MOBILIZATION PLANS 


Substantial progress was made during the past year in the development of 
specific mobilization plans and emergency action steps for the mobilization of 
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manpower in an emergency. The plans have been developed with the active co- 
operation and advice of all departments and agencies having manpower functions. 

Manpower plans have been developed for various levels of mobilization and 
provide for the necessary actions to assure that the Government will have the 
organization and authority to act in an emergency so that military, civilian 
defense, and defense-supporting industry requirements can be met under emer- 
geney conditions. 

During Operation Alert 1955, a manpower plan for a major war, including 
attack on the United States, was tested. 

Work is continuing on refinement and extension of the present plans with a 
view to preparing and testing revised and improved plans in Operation Alert 
1956. 

VI. STasILizaTIon 


Under authority of the National Security Act of 1947, as amended; the De- 
fense Production Act of 1950, as amended, work has continued to strengthen the 
preparedness status of stabilization measures that might be required in a wartime 
economy. 

EMERGENCY STABILIZATION MEASURES 


A statement of principles to guide work on emergency stabilization was adopted 
during the past year by the Defense Mobilization Board. This statement serves 
as a frame of reference for all executive agencies in preparedness work encom- 
passing direct and indirect controls and a more detailed effort to define the 
potential economic consequences of atomic attack and the nature of measures 
that would be needed to deal with them. 

Drafts of documents and orders which would be most likely to be required to 
initiate early actions in the event of an emergency have been kept current as 
work progresses. These include materials, such as stabilization documents of 
aid in seeking wartime legislation: a general freeze order for prices, wages, and 
rents; and antihoarding orders. These materials have been constantly modified 
and adapted to keep pace with the Office of Defense Mobilization’s preparation 
of overall mobilization plans for varying emergency assumptions. 

Recommendations have been adopted on the form of organization for the admin- 
istration of wartime direct controls, and work is continuing to define more pre- 
cisely the manner in which this suggested organization could be established under 
attack conditions and adapted to postattack operations. 

Closer working relations were established with the Treasury Department and 
the Federal Reserve Board to improve preparedness for wartime fiscal, monetary, 
and eredit measures, the area of so-called indirect controls. A recognized 
authority in the field has been retained by ODM to spearhead this work with a 
committee of representatives from Treasury, Federal Reserve Board, Bureau 
of the Budget, Council of Economic Advisers, and other Government agencies 
as needed. Specifically, the work is designed to provide estimates of the limita- 
tions, advantages, timing, and nature of indirect stabilization measures in 
various mobilization situations. It is expected in addition that the work will 
improve the preparedness measures developed in the past for the postattack 
maintenance of the monetary and credit system. As a closely related task, 
the committee has undertaken the work of developing recommendations as to 
the scope of the war damage indemnification problem, and a tentative national 
policy for dealing with it. 


STABILIZATION MEASURES DURING OPERATION ALERT 


The Government's emergency stabilization plans, along with other wartime 
functions, were tested last June during Operation Alert. This test compressed 
into 3 days the Government’s simulated initial entrance into comprehensive 
direct controls, limited rationing, some degree of indirect and economy-support- 
ing activities, and a start on the physical and recruiting problems of establish- 
ing emergency stabilization agencies. 

For Operation Alert a general freeze of prices, wage and salary rates, and 
rents was instituted under simulated conditions This actually involved a 
statement of temporary intent rather than an orthodox freeze order; but it 
would have had legal effect and would have paved the way to more orthodox 
direct controls during an unprecedented economic situation. Since the general 
freeze would have been substantially irrelevant in attacked areas during the 
initial 30-day postattack period, the Governors of the States and the Federal 
Civil Defense Agency were hypothetically notified that it had been issued and 
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were offered advice and consultation on local economic or distribution problems 
that might arise while they were carrying on survival measures. To place State 
and local officials in a better position to deal with such responsibilities con- 
stitutes a continuing economic preparedness problem. 

In the absence of supplies of ration currency during Operation Alert, tem- 
porary rationing measures for critical commodities such as petroleum prod- 
ucts were simulated by issuing orders and standards for conservation and 
limited essential uses. Reliance was placed upon the military forces for enforce- 
ment of these measures. Simulated emergency steps were then taken to manu- 
facture ration currency and to undertake the administration of a longer-term 
rationing program. The development of emergency rationing measures, possibly 
on a regional or local basis under atomic attack conditions, is another continu- 
ing preparedness problem. 


LIQUIDATION OF KOREAN PERIOD OF ACTIVITIES 


Work has also continued during the past fiscal year on the liquidation of 
price, rent, and wage-enforcement cases carried over from the Korean war period, 
and that work is now substantially completed. 

The administration of the Defense Housing and Community Facilities and 
Services Act of 1951 (Publie Law 139) was continued to its expiration date of 
July 31, 1955. There are no continuing problems to be dealt with in this area. 


VII. Heattu 


ODM’s Health Resources Advisory Committee, composed of outstanding leaders 
in the health field, advises and assists the Director on problems of the Nation’s 
health relating to national mobilization. The membership of this Committee 
also serves by appointment of the President as the National Advisory Committee 
to the Selective Service System on the Selection of Physicians, Dentists, and 
Allied Specialists. 

The Committee operates under authority of section 103 (c) of the National 
Security Act of 1947, and a Presidential letter dated March 14, 1953, to the 
Chairman, Health Resources Advisory Committee. Its selective service func- 
tions are pursuant to sections 4 and 7 of the Universal Military Training and 
Service Act, as amended (Public Law 118, 84th Cong.). 


HEALTH RESOURCES AND REQUIREMENTS 


During the past year, the Committee has continued to work with govern- 
mental agencies and interagency groups to explore bases for allocation of health 
personnel between military and civilian requirements and to bring about more 
effective utilization of health personnel. 

The Committee has made periodic reviews of the projected overall health per- 
sonnel requirements of the armed services to evaluate their impact on civilian- 
health activities. The Committee has reviewed, through its State and local 
advisory committees, the essentiality of physicians, dentists, and other health 
personnel to insure that their call to military duty would not disrupt community 
health services, research, and education. 

A series of studies of the Nation’s health resources and potentials and the 
effects of mobilization on specific sectors of the whole were made by the Com- 
mittee. A summary of some of the more important aspects of the general problem 
of mobilization and health manpower was published in a report to the Director 
of ODM entitled “Mobilization and Health Manpower.” 


UTILIZING HEALTH RESOURCES 


The Committee has worked with professional and voluntary organizations in 
encouraging the development of more officient management practices in civilian 
hospitals and other medical facilities to improve readiness for any emergency. 
To assist in this effort ODM issued a pamphlet, Mobilizing Your Personnel 
Resources for Better Patient Care. In addition, continuing effort has been made 
to assist professional organizations in the health field to develop and disseminate 
information and undertake programs to expand the health manpower pool, 
improve utilization of personnel and develop manpower information needed for 
mobilization planning. 

The Committee has, during the past year, met regularly with the Interagency 
Health Resources Advisory Council. The Council composed of representatives 
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from Federal agencies having a major health responsibility is headed by the 
Chairman, Health Resources Advisory Committee. It provides a forum for the 
discussion and resolution of interdepartmental problems on a utilization of 
national health resources. A similar Interagency Council for Dental Affairs 
was established during the past year for the purpose of discussing and resolving 
interdepartmenta! problems relating to dentistry. 


BLOOD PROGRAM 


The Committee has continued to review and coordinate the procurement, 
requirements, and allocation of blood and related substances of the various Gov- 
ernment agencies and the American National Red Cross under the national blood 
program. This program was established to serve the mobilization needs of the 
Federal Government for blood products without duplication or conflict of effort 
among Federal agencies and without detriment to or interference with the 
operation of civilian blood banks. 


VIII. TELECOM MUNICATIONS 


ODM’s activities in telecommunications planning and coordination are based 
generally on the authority of the National Security Act of 1947, as amended, and 
specifically on Executive Orders 10460, 10312, and 10461. 

Under Executive Order 10460, effective June 16, 1958, the Director of ODM has 
been charged with the responsibility for advising the President with respect to— 

(a) Coordinating the development of telecommunications policies and stand- 
ards applying to the executive branch of the Government. 

(b) Assuring high standards of telecommunications management within the 
executive branch of the Government. 

(ec) Coordinating the development by the several agencies of the executive 
branch of telecommunications plans and programs designed to assure maximum 
security to the United States in time of national emergency with a minimum 
interference to continuing nongovernmental requirements. 

(d) Assigning radio frequencies to Government agencies under the provisions 
of section 305 of the Communications Act of 1984, as amended (47 U. 8. C. 305), 
and establishing policies and procedures governing such assignments and their 
continued use ; and 

(e) Developing United States Government frequency requirements. 

Executive Order 10312 of December 10, 1951, as amended by Executive Orders 
10438 and 10461 of March 13, 1953, and June 17, 1953, respectively, provides that 
CONELRAD plans shall not become effective until they have been concurred in 
by the Director of the Office of Defense Mobilization and the Secretary of Defense. 


ORGANIZATION 


ODM’s telecommunications activities are carried out by an Assistant Director 
for Telecommunications who serves as chairman of the interagency Telecommu- 
nications Planning Committee. The Interdepartment Radio Advisory Com- 
mittee, which recommends governmental radio frequency assignments, reports 
to the Director of ODM through the Assistant Director for Telecommunications. 
The classified work program of the Telecommunications Planning Committee 
generally includes (@) activities in relation to the wartime management of tele- 
communications, (0) technical investigations and evaluations, and (c) activities 
in relation to matters of telecommunication security and investigations of threats 
thereto. 

An organization plan for emergency control of telecommunications in the event 
of an attack on the United States has been completed. This war communications 
organization will be concerned with safeguarding and insuring the uninterrupted 
flow of essential communications. Key personnel to staff this organization have 
been tentatively selected and members of the executive reserve, drawn from the 
telecommunications industry, would provide for expansion at the policy level. 
A series of self-executing emergency administrative orders have been prepared 
which, when issued to delegate agencies, will authorize certain planned proce- 
dures to be placed into immediate effect upon attack. 


TELECOMMUNICATIONS MOBILIZATION PLANS 


Analyses have been completed of the possible steps that might be taken to 
minimize the vulnerability of our domestic facilities and overseas radio circuits 
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to interruption by unfriendly actions. As a result, a number of steps have been 
taken in this direction and others are either under active consideration or are 
in the process of execution. These measures, which are classified, generally 
embrace the adoption of methods by private industry and Government to provide 
alternate routings for existing circuits. 

A mobilization plan for the war emergency use of United States nongovern- 
mental international telecommunication channels has been completed to the 
point where negotiations for the channels can be undertaken. This plan, re- 
sulting from extensive collaboration with private industry and those Government 
agencies having wartime communications requirements, provides for the leased 
use of common carrier facilities by the Government of international fixed point- 
to-point channels, coast telephone, coast telegraph, and coastal harbor trans- 
mitting facilities. 

A national system of telecommunication priorities for the transmission of 
vital communications essential to the national defense, security, and safety under 
specified emergency conditions, was established through the cooperative efforts 
of the Federal Communications Commission and the privately owned communica- 
tions companies. These priority systems are being made available to telephone 
and telegraph companies in order that vital information may be transmitted 
throughout the country without delay during periods of extreme stress when con- 
gestion would occur on communication channels. 

A plan is being developed for the prompt resumption after an attack on the 
United States, of the many private-line telephone and telegraph services being 
provided departments and agencies of the Federal Government by the domestic 
common carriers. After considering various programs, a restoration priority 
plan establishing a predetermined preference rating for each private-line service 
was prepared and is being reviewed by Government agencies and private indus- 
try. Work on this subject should be essentially completed by the end of the 
year. 

Plans for emergency control of telecommunications and related self-executing 
administrative orders were tested during Operation Alert, 1955. It was found 
that, in general, present planning concepts are sound. Problems arising from 
the exercise are being reviewed in connection with necessary revisions of plans 
and procedures. 


RADIO-FREQUENCY ASSIGNMENT 


The Interdepartment Radio Advisory Committee (TRAC) has, since 1922, han- 
died the details of assigning radio frequencies for use by Government agencies. 
Under Executive Order 10460 of June 16, 1953, the IRAC reports to the Director 
through the Assistant Director for Telecommunications. A member of the staff 
of the Assistant Director is Chairman of the IRAC. In carrying out its basic 
functions, the Committee during the past year has (1) engaged in 17,000 actions 
involving frequency assignments to Government agencies for current operational 
requirements and in carrying out United States obligations under international 
telecommunications treaties; (2) completed mobilization plans for the useful 
radio spectrum ; and (3) made satisfactory progress in bringing the United States 
Government radio operations into conformity with the Atlantic City Table of 
Frequency Allocations. In the maritime mobile service, all of the ship bands, 
both telegraph and telephone, are now implemented, the most recent event being 
the activation of the ship telephone bands of July 1, 1955. The frequencies al- 
lotted to the aeronautical service in the major world air route areas have been, 
for all practical purposes, cleared of conflicting Government operations. Con- 
tinued progress is being made in the removal of Government out-of-band assign- 
ments to permit the implementation of the coast radiotelephone and coast radio- 
telegraph bands, as well as full activation of operations on regional and domestic 
aeronautic route frequencies. A substantial amount of work remains to be done 
in the adjustment of Government frequency assignments in the fixed service be- 
tween 4 and 27.5 megacycles, the solution of problems associated with the clear- 
ance and implementation of the regional bands below 4 megacycles, and the 
adjustment of.Government operations in connection with the exclusive high- 
frequency broadcasting bands. 


IX. TRANSPORTATION 


The purpose of this program is to develop and maintain comprehensive and 
effective plans for the continued operation of transportation in event of full-scale 
mobilization with or without attack upon the United States. The authority for 
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the program is provided in the National Security Act of 1947; the Defense Pro- 
duction Act of 1950, as amended; Reorganization Plan No. 3 of 1953; and Execu- 
tive Orders 10219 and 10480. 

The transportation program deals with the following categories of transporta- 
tion: domestic transport and storage, air transport, sea transport, and port uti- 
lization and port capacity protection. Programs for handling these forms of 
transportation provided the basis for the mobilization of transportation to meet 
the Korean emergency and they are immediately available in case of full-scale 
mobilization. The outstanding present ODM activity in relation to these pro- 
grams is to adapt them to conditions of possible large-scale attack on the conti- 
nental United States. Other adjustments are also necessary from time to time to 
meet changing requirements and conditions. 


ORGANIZATION 


ODM serves as a coordinating agency and depends on delegate agencies to 
carry out the details of the transportation mobilization planning work. For 
formal advice it has a Committee on Defense Transportation and Storage with 
membership representing the Departments of State, Treasury, Defense, Agricul- 
ture, Commerce, and Interior, the Interstate Commerce Commission, Federal 
Civil Defense Administration, and International Cooperation Administration. 

For the actual day-to-day handling of emergency transportation problems 
mobilization plans have provided emergency agencies as follows: 

(a) The Transport Mobilization Staff in the Interstate Commerce Commis- 
sion, covering the field of domestic transportation and storage: 

(b) The Defense Air Transportation Administration, in the Department of 
Commerce, for emergency air transport and other aviation matters; and 

(c) The National Shipping Authority, also in the Department of Commerce 
(Maritime Administration), for emergency handling of merchant shipping. 

Activities in the past year have been centered upon bringing to completion 
plans for the wartime organization necessary to exercise the requisite emer- 
gency control over all forms of transportation. These plans have now been 
approved by the Committee on Defense Transportation and Storage and the 
Defense Mobilization Board. Plans for port utilization also have been developed 
and integrated with the overall organization plans. 


TRANSPORT MOBILIZATION PLANS 


Special attention has been given to developing a program adequate to meet 
attack conditions. A survey of 30 primary target areas has been completed. 
On the basis of the survey report, a manual will be issued to help State and 
local officials in organizing and planning for the contingency of attack on their 
areas or neighboring ones. The survey disclosed a lack of the necessary close 
eontact between Federal, State, and local levels. 

Transport mobilization plans received some testing in Operation Alert, 1955 
which, among other things developed the necessity for much closer cooperation 
of the delegate agencies and more perfect direct communication among them. 
The value of having control measures “on the shelf” was also demonstrated, 
but several weaknesses in the planning were disclosed. Certain phases of the 
transportation mobilization plans will be tested further by participation of the 
civilian delegate agencies in the forthcoming NATO shipping control exercise. 
This will include a test of the adequacy of a permit system for control of in- 
land traffic movement to ports and of the effectiveness of the port controller 
system in effecting ship diversions. 


TRANSPORTATION REQUIREMENTS AND SUPPLIES 


The committee of consultants formed to review the mobilization base in rail- 
road transportation rendered its report, including a finding that a serious defi- 
ciency in freight cars exists. The recommendations of this committee are now 
under review while a subcommittee is considering the feasibility of a stockpile 
of freight-car components. The freight-car problem is a particularly baffling 
one since the mobilization needs clearly will considerably exceed the needs of 
peacetime while even the latter are not now being met adequately by the carriers. 

Along a similar line a careful study of the mobilization shipbuilding program 
is underway, focussed particularly on major components for which production 
capacity is limited. 
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The year has been marked by gratifying progress in bringing toward com- 
pletion the broad framework of mobilization plans for the effective functioning 
of transportation along lines which have proved effective in the Korean emer- 
gency. Much detail remains to be worked out and final approval must be fol- 
lowed up by bringing the necessary action measures to a state of preparation 
which will permit their prompt activation, Although progress has been made in 
assessing the state of decentralized organization on which we must depend in 
the event of attack, only a beginning has been made at developing the principles 
which such organization should follow and at meshing local operating plans with 
the control measures which it is anticipated will be appropriate at the Federal 
level. Continued efforts in this direction are necessary. 


X. Execrric Power 


SUPPLY AND REQUIREMENTS 


Construction slippage caused by materials shortages and priorities problems 
during and after the Korean emergency were completely overcome during fiscal 
1955 and 13.2 million kilowatts of new electric generating capacity were installed 
by class I utilities. This compares with the addition of slightly more than 10 
million kilowatts during fiscal 1954, during which year the utilities were still 
experiencing some materials problems and delayed schedules. As of June 30, 
1955, the industry had in place 107.7 million kilowatts of dependable capacity 
and an outlook for a total of 114.8 million by the end of 1955. 

The demand for power continues to grow at a rapid rate but for the first time 
in several years completed and planned construction is more than offsetting the 
growth. The following table summarizes the outlook for the national power 
supply in the most recent Federal Power Commission Report (June 30, 1955) in 
terms of percentages of cupacity in reserve above estimated peak loads: 


Under adverse | Under average 
water condi- water condi- 
tions 














Planned construction that will probably be put in place during 1957 and 195s, 
but not yet reported to the FPC, should bring margins for those years about in 
line with 1955 and 1956. An uninterrupted demand growth and a high level of 
economic activity support an outlook for the continuing high levels of construc- 
tion of generating capacity. 

The Pacific Northwest and Southeastern regions, where hydrogeneration is 
particularly important and industrial growth has been somewhat above the Na- 
tion’s average, continue to report rather low margins. New capacity in these 
regions has just kept pace with increasing demand and improvement in the 
margins of reserve in these regions has lagged behind that reported for other 
areas. 

EXPANSION GOAL 


On April 15, 1955, the expansion goal for electric power (No. 55) was en- 
larged and extended. The mobilization objective for the Nation's electric power 
capability was placed at 150 million kilowatts by the end of 1958. Since almost 
115 million kilowatts will be in service at the end of 1955, the attainment of this 
objective would mean an average annual addition to capacity of about 11.7 
million kilowatts over the next 3 years (as compared with the actual addition 
of 18.2 million kilowatts in fiscal 1955 and an estimated increase of 12.8 million 
in calendar 1955). The goal was reviewed with the Department of the Interior 
during August and September, and with the approval of the Defense Mobilization 
Board, will be kept open until December 31, 1956. The criteria will be somewhat 
stricter, however, to limit the tax-amortization privilege to those areas and 
systems with lower reserve margins which would not be in as good a position to 
meet the requirements of a mobilization period. 
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MOBILIZATION PLANS 


Plans have been made for the activation of a Defense Electric Power Agency in 
the event of an emergency. Meetings will be held with utility representatives to 
set up field organizations that can be activated immediately in the event of 
attack. 

A study, chaired by the Department of the Interior, with representatives of 
the Office of Defense Mobilization, Department of Defense, and Department of 
Commerce participating, is presently underway to evaluate the power situation 
in the Niagara area in the even of an attack in that area. Other electric-power 
problems are under study as parts of a broader mobilization analyses currently 
being carried out by the ODM. 


XI. CENSORSHIP 


The censorship planning program is conducted under authority of the Na- 
tional Security Act of 1947; section 103 (a) (1) ; and Executive Order 10346 of 
April 17, 1952. 

In October 1954, ODM established an Interagency Committee on National 
Censorship Planning, to provide in Government a forum of all interested agencies 
to advise and assist in the development of censorship plans, as well as to review 
jointly completed plans from time to time to assure adequacy with changing con- 
ditions. An advisory committee, composed of members of the public media in- 
dustries and headed by the World War II Censorship Director, will advise ODM 
with respect to acceptable voluntary codes. 

A master activation plan for a wartime Office of Censorship has been developed 
and coordinated through the Interagency Committee on National Censorship 
Planning. As a part of this plan, standby legislation and Executive orders have 
been prepared. Also as a part of the plan, a standby Voluntary Code for Public 
Media has been developed. 

The overall program is in a high state of readiness with emphasis on standby 
action directives. 





DEPARTMENT OF COMMERCE 


Tue SecreTARY OF COMMERCE, 


Washington 25, September 21, 1955. 
Hon. Pavur Brown, 


Chairman, Joint Committee on Defense Production, 
United States Senate, Washington 25, D. C. 


Deazn Mr. Brown: Herewith is the annual report of operations under the 
Defense Production Act which you requested in your letter of August 2, 1955. 
If we can be of any further assistance, please do not hesitate to call upon us. 
Sincerely yours, 


Stnciam WEEKs, Secretary of Commerce. 


BUSINESS AND DEFENSE SERVICES ADMINISTRATION 
(October 1954 to September 1955) 


AUTHORITY AND RESPONSIBILITIES 


The Business and Defense Services Administration was established on 
October 1, 1953, by Department of Commerce Order No. 152 (18 F. R. 6508), as 
amended October 14, 1953 (18 F. R. 6791) and August 12, 1955 (20 F. R. 6268). 
Among the functions thereby assigned to the new agency, and currently per- 
formed by it, were those functions previously performed by the former National 
Production Authority, which was concurrently abolished. Accordingly, the 
Secretary of Commerce by that order delegated to the Administrator of the Busi- 
ness and Defense Services Administration the authority and functions vested in 
the Secretary under the Defense Production Act of 1950, as amended and ex- 
tended (except with respect to the use of transportation facilities and in con- 
nection with the creation of new agencies within the Department of Commerce). 
The functions and authority thus assigned to the Business and Defense Services 
Administration are derived from and are more fully described in the following 
documents: Executive Order 10480 of August 14, 1958 (18 F. R. 4989), as 
amended; Defense Mobilization Order I-7 of August 14, 1958, as amended (18 
F. R. 6736, 18 F. R. 6737), formerly Defense Mobilization Order 30 (18 F. R. 
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5366) ; Defense Mobilization Order I-8 of February 10, 1954 (19 F. R. 875) ; and 
Defense Mobilization Order VII-5 of October 7, 1953 (18 F. R. 6408), as amended. 

Defense Mobilization Order I-8 referred to above assigns to the Secretary of 
Commerce certain responsibilities which, except as noted earlier, have in turn 
been delegated by him to the Administrator of the Business and Defense Services 
Administration. These duties are founded in large measure upon the Defense 
Production Act of 1950, as amended, although in part they derive from other 
closely related defense and national security measures falling within the overall 
responsibility of the Director of the Office of Defense Mobilization, viz., the 
National Security Act of 1947, as amended, and the Strategic and Critical Mate- 
rials Stockpiling Act. The responsibilities thus vested in the Business and 
Defense Services Administration are described in paragraphs 2a and 2h of 
Defense Mobilization Order I-8 as follows: 

“a. Current administration of the priorities and allocations program under 
title I of the Defense Production Act. 

“b. Development and maintenance of a simplified production control system 
including the necessary supporting orders and regulations for use in event of 
stepped-up or all-out mobilization ; cooperation with the Office of Defense Mobili- 
zation and other appropriate agencies in planning other distribution controls 
related to those under his jurisdiction. 

“ce, Development of estimates of defense-supporting and civilian requirements 
and of the materials and facilities needed to supply those requirements under 
conditions of a stepped-up or all-out mobilization; and the preparation of de- 
tailed studies and analyses of potential mobilization deficiencies for such items 
together with the problems involved in meeting them. 

“d. Analyses of the problems involved in maintaining an adequate mobiliza- 
tion base in defense-supporting industries and recommendations regarding neces- 
sary programs. 

“e. Current activities relating to the expansion of productive capacity and 
supply; recommendations for the establishment or modification of expansion 
goals and the programs needed to meet those goals in order to overcome deficien- 
cies in the mobilization base ; screening and making recommendations on requests 
for rapid tax amortization and for loans and precurement contracts under the 
Defense Production Act and maintaining the records required to measure progress 
in achieving expansion goals, 

“f. Provides the Office of Defense Mobilization with estimates of requirements 
of industrial consumption in connection with the stockpiling of strategic and 
critical materials. Assists the Office of Defense Mobilization in formulating 
plans for the stockpiling of strategic and critical materials and, to the extent 
necessary, in the acquisition of such materials and the expansion of domestic 
sources of supply. 

“g. Guidance and leadership to industry in the development of plans and 
programs to insure continuity of essential production in event of attack; identi- 
fication and rating of facilities, including materials, products, procesSes, and 
services, based on the relative importance thereof to military and defense-sup- 
porting production and the essential civilian economy. 

“h. Guidance to local dispersion committees; and the review and approval 
of local dispersion programs.” 


ADMINISTRATIVE DEVELOPMENTS 


The administrative organization of BDSA as outlined in the annual report 
for 1954 remained unchanged during the year ending in September 1955. The 
agency continued its operations to provide full support to the current military 
and atomic energy programs authorized under the Defense Production Act, and 
on longer range mobilization planning programs under the guidance of the 
Office of Defense Mobilization. The scope and nature of the work accomplished 
are indicated below. 


PROGRESS ON CURRENT DEFENSE PROGRAMS 


Special assistance for military and AEO programs 


During the period from October 1, 1954, to September 1, 1955, BDSA gave 
special assistance authorizations in 6,155 cases representing a dollar value of 
$142,705,746. These figures are approximately 20 percent less than the 7,988 
cases with a dollar value of $176,055,486 that were processed in the period from 
October 1, 1953, to September 1, 1954. 
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This decrease in volume is largely attributable to the fact that a great number 
of Atomic Energy Commission construction projects are nearing completion, 
which resulted in the closing of the BDSA office in Oak Ridge on May 1, 1955. 
Also the Canadian cases decreased more than 50 percent in volume due to the 
leveling off of the Canadian military program. Furthermore, there was a de- 
crease of more than 700 production directives which were not required due to 
the increased production of controlled materials during the period. However, 
there was an increase of approximately 40 percent in the Department of Defense 
cases resulting from the accelerated aircraft, electronic, and guided missile 
programs, 

The major areas of tight supply which continue to require special assistance 
are machine tools, electronic equipment, scientific instruments, electrical equip 
ment, heavy power equipment, general components, and high-alloy metals. 

Special emergency procedures were established to expedite priority assistance 
to securing materials and equipment for the rehabilitation of the northeastern 
flood disaster area created by the hurricanes of late August. 

Further details regarding the special assistance cases handled in support of 
the military and AEC programs are shown in the accompanying table. 


Special assistance report, Oct. 1, 1954, to Sept. 1, 1955 



































; Dollar a Dollar 
Cases value Cases value 
Directives and DX ratings: DMS (controlled material): 
Department of Defense. .| ' 1, 807 57, 183, 462 Canadian. ............... 79 3, 663, 812 
Atomic Energy Commis- Foreign (C-4 program) .. 2 108, 900 
Sn SR 2601 12, 806, 460 Private construction 
Canadian.....__. chia 35 695, 458 (D-5) 2 57, 600 
ey ee ee 27 136, 474 | ——|—_—__———— 
————|§ ———-—— Se Mo. Sceoneerecielts tn Hsbc 83 3, 830, 312 
OMS ceuas ot 2, 470 70, 821, 854 —— == 
—=|=a—e=s: |! Interim actions (M-41). 3, 132 | 0 
Priorities (DO ratings): Allocation’and production di- | 
Canadian 293 | 67,835,173 rectives | 141 | 0 
Foreign... i 36 218, 407 | ————— ]-—-- ~-- 
sill epic e Total... _.| 33, 278 | 0 
a 329 | 68,053, 580 | See | eee 
i Grand total ..} 6,155 | 142, 705, 746 
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1 Includes 175 cases for which no dollar value was available. 
2 Includes 94 cases for which no dollar value was available. 
3 Production schedule actions. Dollar value not involved. 


Operations affecting basic materials 


The regular functioning of the defense materials system (DMS) continued to 
provide basic materials where needed for defense purposes. 

Requirements for iron and steel for all defense and atomic-energy programs 
were met in full throughout the period. This was accomplished through the 
continuing system of production set-asides which were adjusted upward, when- 
ever necessary, to meet increased requirements, as in the case of shell steel. 
Assistance in the form of special directions to meet critical delivery dates for 
defense programs was required only once during the period, although steel for 
defense purposes was expedited on an informal basis whenever such action was 
required. 

Monthly reporting requirements in connection with the DMS were reduced 
by eliminating all reports on order acceptances, thus limiting such reports only 
to current shipments under the defense and atomic-energy program. 

Unless there is a sharp drop in the rate of shipments, the year 1955 will set 
an alltime record for export of ferrous scrap. The problem of availability of 
scrap to meet potential mobilization needs, as well as for today’s high rate of 
steel production, has been under constant study by the Agency. Several meetings 
have been held with industry representatives on this problem. 

The lack of statistical information on the amount of scrap available in the 
United States has been a major deterrent to a complete factual analysis of the 
problem of scrap availability. The Agency is taking steps to set up a program 
designed to provide at least some of the missing data. 

The greatly increased demands for nickel by the defense, atomic energy, and 
civilian requirements brought some diversion of this metal from national stock- 
pile contracts to industry. The Agency secured factual data from industry to 
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assist the Office of Defense Mobilization in making its determination on such 
diversions. 

The Agency, with the assistance of 20 technical task committees recruited from 
industry, formulated tentative regulatory orders on the use of nickel for an all-out 
mobilization period, taking into account all plant facilities operating under 
practical conditions. 

The BDSA coordinated the efforts of the Department of Defense and the Atomic 
Energy Commission with industry representatives to prepare a new military 
standard for continuous identification marking of iron and steel products. This 
standard was accepted and became effective in June 1955. 

In addition to the standby order on nickel referred to above, the Agency pre- 
pared a draft of a standby control order on iron and steel which is under study 
by other Government agencies as well as by industry advisers. Other standby 
control orders in the areas of ferroalloys, scrap, steel distributors, and mainte- 
nance, repair, and operating supplies are likewise in preparation. 

An analysis of the feasibility of mobilization requirements for steel-mill prod- 
ucts and castings was completed and forwarded to the Office of Defense Mobili- 
zation. Work is continuing on certain detailed sectors of these requirements as 
well as other segments of mobilization requirements, including forgings and 
specific types of castings. 

The BDSA has cooperated fully with other Government agencies, both Federal 
and State, to provide the maximum of aid for flood rehabilitation in the North- 
east. Comparatively little damage was suffered by the iron and steel industry. 
However, the industry has been called on for emergency help for steel for repairs 
and reconstruction. The response to such calls has been instantaneous and 
every effort is being made to provide all the assistance possible. Mills have 
pushed back regular commercial orders so that special rollings of rails, struc- 
turals, etc., can be made for the rehabilitation work. 

To relieve the short supply situation in copper, the United States Government 
will have diverted to industry from Government stocks and scheduled deliveries 
to the national stockpile a total of 134 million pounds of refined copper during 
the 12-month period preceding September 30, 1955. These diversions were au- 
thorized by the Office of Defense Mobilization at the request of the Department 
of Commerce, which presented detailed justification for such action based upon 
data gathered by the Copper Division of BDSA, showing the adverse effect of 
the copper shortage on industry. 

The total amount of refined copper requested by industry during this period 
was over 290 million pounds, with further requests expected to facilitate urgent 
defense orders and emergency action to relieve and assist rehabilitation of flood 
damage in the New England area. Over 480 individual actions have been taken 
to distribute the refined copper to industry, and total distribution is estimated 
as 4.6 percent of actual and estimated United States consumption for the 12- 
month period preceding September 30, 1955. 

A total of 166 forma! directive actions were taken in connection with direct 
defense production orders. In addition, a number of informal actions were 
taken in this connection which assured supplies of copper and copper-base alloy 
materials without resorting to formal directive action. Successive amendments 
to BDSA Order M—11A were released which specified the percentages of produc- 
tion capacity to be reserved by the copper industry in order to assure the 
acceptance of authorized controlled material orders. 

Special studies were prepared and rated by the Industry Evaluation Board in 
connection with oxygen-free, high-conductivity copper and beryllium master alloy 
for the program of critical product and facility identification. A separate study 
of industry production capacity for watertight shipboard cable was completed 
at the request of the Department of Defense. 

The Aluminum and Magnesium Division continued to make quarterly deter- 
minations of aluminum set-asides for military and ABC programs under the 
defense materials system. Such set-asides amounted to 140 million pounds for 
the period January—March 1955, to 135 million pounds for April-June 1955, 133 
million pounds for July-September 1955, and 147 million pounds for the period 
October—December 1955. These set-asides include aluminum for indirect mili- 
tary uses and for foil and powder as well as for direct military programs. 

A comprehensive survey on the feasibility of mobilization requirements for 
semifabricated aluminum shapes was made for the Office of Defense Mobilization 
early in 1955, indicating that the areas of possible deficient capacities were in 
rolled rod and bar, hard alloy extrusions, tubing, sand castings, and possibly 
forgings. Further studies are being made to pinpoint the indicated deficits in 
specific products and to develop plans for meeting these deficits. 
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The question of whether there should be Government assistance in a third- 
round expansion program for primary aluminum was still unsettled at the end 
of the period. The opening of the Anaconda plant at Columbia Falls, Mont., in 
August 1955 marked the completion of the first and second rounds, which raised 
primary aluminum capacity to a total of 1,573 million pounds at the end of the 
period. Production in 1950 was 719 million pounds. On August 19, 1954, the 
Office of Defense Mobilization announced that, in view of the latest mobilization 
supply-demand figures, the third-round program of 200,000 tons a year was being 
discontinued. In 1955, however, civilian demand for aluminum increased beyond 
all previous expectations and there was consequently less metal available for 
shipment to the stockpile. During the year, the Division recommended that the 
original stockpile call for the period January—June 1955 be reduced by 150 million 
pounds and that the delivery period for the remaining metal called should be 
extended to October 1955. The Division later also recommended that no stock- 
pile call be made in the period July-September 1955. These recommendations 
were concurred in by the Office of Defense Mobilization and the stockpile schedule 
was accordingly reduced. In late August 1955, the prospective commercial de- 
mand for aluminum for 1955 was estimated at 4.1 billion pounds and a recom- 
mendation was made by the Division that there should be no stockpile call for 
the period October-December 1955. No action had been taken on this recom- 
mendation by the end of August. As the result of this tremendously increased 
demand with the prospects for its continuance, the question of the need for a 
third-round expansion program was reopened. At the end of August 1955 no final 
determination had been made. Alcoa proceeded during the year with expansion 
of its reduction capacity, without Government assistance, expected to add 130 
million pounds capacity at its Point Comfort and Rockdale plants by early 1956, 
and announced plans for further expansion at its Wenatchee plant. Both Kaiser 
and Reynolds also announced plans for expansion. The Office of Defense Mobili- 
zation in August suspended pending further study action on any certificates of 
accelerated tax amortization. Applications or intentions to file had been an- 
nounced by other companies—Olin Mathieson, St. Joseph Lead, and Revere Copper 
& Brass. 

In addition to recommending a further review of the need for Government 
assistance in expanding primary aluminum capacity, BDSA recommended a 
review of the stockpile goal in the belief that revised figures on mobilization 
supply and requirements would indicate that a reduction in the goal could safely 
be made, 

During the period the Agency continued to prepare studies on aluminum and 
magnesium products for the Industry Evaluation Board, showing the relative 
importance of individual plants making each product. 

In magnesium, an increase in the stockpile objective and methods for attain- 
ing it are under discussion. The Agency is responsible for the preparation of 
mobilization supply-demand data, on the basis of which a determination will 
be made by the Office of Defense Mobilization on the stockpile goal. The in- 
creased goal could be reached by increasing existing capacity through installing 
additional rectifying equipment at one of the currently operating plants, reacti- 
vating one or more of the standby plants, or bringing a new producer into the 
industry. 

The BDSA has responsibility for a large number of basic raw materials— 
miscellaneous metals and minerals—which are outside the Defense Materials 
System. It engages constantly in studies of requirements, Industry Evaluation 
Board studies, the handling of tax-amortization cases, and related defense activi- 
ties in this area. Some of the problem items are mentioned below. 

Distribution controls are in effect on titanium-mill products under the provi- 
sions of order M-107. These controls take the form of scheduling of mill pro- 
duction, which is the most effective means of asserting priority in an industry 
whose rated orders total 98 percent of production. In addition, short-supply 
export controls on titanium have been in effect for some time, although these 
restrictions were lifted to a degree in the third quarter 1955. 

A shortage of rutile was recently reported by the welding-rod industry. This 
shortage was investigated, and it was found to have been aggravated by the 
increased use of rutile for the production of titanium metal and the failure of 
the welding-rod industry to make long-term commitments for supplies of the 
material. This situation is still under surveillance. 

The overall situation in lead and zinc is fairly stable. Supplies are adequate 
to meet consumption, which has increased over that of 1954. Consumption of 
lead is up slightly, while slab-zinc consumption is 20 percent higher than in 
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1954, due to increased usage in automobiles and galvanized sheet. Both metals 
are being purchased on a monthly basis by General Services Administration 
under the domestic purchase program. 

Tin supplies are adequate. The price has ranged from 93.25 cents a pound in 
August 1954 to 95.62 cents in August 1955. Consumption has slightly increased 
because of higher production of tinplate. 

Mercury was under a restrictive export quota from June 5, 1954, through 
June 80, 1955, for short-supply reasons. At present the market has eased some- 
what and export restrictions have been relaxed. 

The demand for selenium has been in excess of supply for many years, with 
no relief in sight. Quantitative restrictions on exports remain in effect. 

Crushing bort and diamond powder remain in short supply and quantitative 
restrictions on export continue in effect. 

Requirements for industry and for the stockpile of the strategic grades of mica 
are becoming increasingly difficult to meet. A considerable amount of work has 
been done toward determining some means of increasing imports and evaluating 
substitutes, such as synthetic mica. 


Taz amortization 


New applications for certificates of necessity received by the BDSA industry 
divisions during the 11-month period ending September 1, 1955, totaled 447 cases. 
Requests for postcertification action during this same period numbered 910 cases. 

The following table lists the eight BDSA industry divisions with the heaviest 
workload of TA cases: 

















Oct. 1, 1954, to Sept. 1, 1955 
New Post Total 

Shipbuilding, railroad, aircraft, and ordmance.--...............-.....- 166 147 313 
int DMN lic tsihik, indi cdi atistisl bi dhdininadindtingshs enecunesiod 65 218 283 
Chemical and rubber. ...........- PS EE bh AS Se 41 145 186 
Scientific, motion picture, and photographic products -............- 81 49 130 
po EES 8 SG PENA MILE Dees eee SEES RUS ROA Ea OPER SE EE ee 30 70 100 
ROTM RN aii) iin id ani dean nbb-cesw lunes 8 45 53 
Aluminum and magnesium....................---.-.-..---..-----.- 6 47 53 
REC DBE TE SS I RE a ho ESS GRE 4 36 
pS SAR SUPE FIN VEST EUR AS Sie es Rt ons PO ey oe 46 157 203 

pM SR Si RE ale a RR 2a? oe alm 447 910 1, 357 











Defense Mobilization Order VII-6, Supplement 1, issued August 11, 1955, revised 
the list of open, suspended, and closed goals. As of September 1, there were 
20 expansion goals open of which the Department of Commerce is responsible 
for 14. 


Small business activities 


In connection with the broadening of the base of procurement to include more 
and more small manufacturers, joint promotion of the Synopsis of United States 
Government Proposed Procurement, Sales and Contract Awards undertaken by 
BDSA field offices and the Superintendent of Documents, Government Printing 
Office, has increased its subscription list to more than 16,500. 

To protect the interest of United States commerce, particularly small retailers 
and wholesalers, special attention has been given to the possible market impact 
of surplus consumer goods items to be sold by the armed services. Through a 
coordinated program, BDSA’s industry divisions and its Office of Distribution 
make industry surveys of market conditions and submit recommendations to the 
Department of Defense in advance of surplus property sales dates. 

Through a mutually acceptable liaison relationship, the Department of Com- 
merce has assisted the Small Business Administration in carrying out its respon- 
sibilities in fields of technical and managerial assistance for small concerns. This 
same relationship has resulted in the publication of more than 120 bibliographies 
and informational bulletins designed particularly for small business and circu- 
lated by both the Department of Commerce and SBA. 


Compliance and enforcement 


At the end of the reporting year the order structure under which business 
is required to operate to assure the requirements of national defense remains 
substantially unchanged, consisting of the defense materials system, the con- 
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trolled materials orders, iron and steel, aluminum, and copper, which comple- 
ment DMS; 6 BDSA regulations including regulation 2 (Basic Rules of the 
Priorities System); and 4 remaining M-orders concerning with components or 
parts: metalworking machine delivery; construction machinery distribution ; 
and titanium mill products. Compliance must be assured so long as the national 
interest requires the imposition of such controls. 

Violations which have been brought to the attention of the Business and 
Defense Services Administration during the year have in general been the result 
of failure to act where an act is required; a positive act based upon misunder- 
standing; or an act which is intended because it offers the opportunity for 
monetary gain. 

Little difficulty is encountered where noncompliance is the result of misunder- 
standing. In several cases, interpretations of the pertinent regulations were 
provided by counsel for BDSA which enabled the manufacturers concerned to 
operate in accordance with the rules. More often misunderstanding can be over- 
come by informal procedure, conference or routine correspondence which paves 
the way for voluntary compliance. Where there is willingness to comply there 
is never the need for enforcement action which must be undertaken in the case 
of a willful violation. 

The Defense Production Act of 1950, as amended, makes a willful violation 
of priorities regulations issued pursuant thereto a crime which is punishable 
by fine and/or imprisonment. Other remedies include a civil action for injunction 
and administrative proceedings; included in the latter is the warning letter 
which has been used on several occasions during the year. The typical com- 
pliance case in which a recommendation for criminal action is made, involves 
the diversion of critical material from the defense effort by the black marketeer. 
One such case, concluded during the reporting period, resulted in a $500 fine, 
a 2-year suspended sentence and probation. Presently, two such cases are 
pending. The criminal case, however, is the exception. 

Nickel, which has not eased, continues as an attraction to the “fast-dollar” 
operators. A preliminary report of investigation, newly arrived, indicates the 
acquisition of nickel salts and anodes through the illegal use of preference ratings 
and resale at a figure substantially over the market price. This is a further 
indication of the desirability of continuing the survey of nickel users based upon 
quarterly customer lists furnished BDSA by the principal nickel distributors. 
On a sampling basis, nickel users are asked to justify the use of preference ratings 
by identifying related military contracts. This procedure developed facts in 
three cases which led to more detailed investigation, and served as a reminder 
that BDSA regulations will be enforced to safeguard the country’s defense needs. 

When the economy was largely decontrolled and the controlled materials plan 
was superseded by the defense materials system which provided no civilian 
assistance, the compliance problem required an educational approach. Under 
DMS, designed to assure only the requirements of the military and the Atomic 
Energy Commission, provision is made for the mandatory use of allotment sym- 
bols and preference ratings. Initially, it was difficult for some manufacturers, 
as well as some of the military installations, to understand why procurement 
should be rated if materials were available without priority assistance. Non- 
feasance or failure to perform the duty required under the DMS regulations 
has now largely been corrected through the vigilance of the Aircraft Production 
Resources Agency (APRA) in its conduct of the MC-DMS audit program admin- 
istered in accordance with the agreement between the Business and Defense 
Services Administration and the Assistant Secretary of Defense (Supply and 
Logistics), amended during the year to provide for quarterly rather than monthly 
audits, of selected airframe and aircraft component plants. The authority 
granted to conduct DMS audits in privately owned aircraft plants is limited 
to the individual plants named in a list approved by BDSA. 

Today the defense materials system is generally understood and accepted by 
industry as an important part of mobilization planning and voluntary com- 
pliance has followed. The audit program has brought recalcitrants into line 
and will continue as the watchdog of DMS. The occasional violator remains, 
and on the last day of the reporting year the attention of BDSA was directed 
to a manufacturer who is not marking purchase orders with allotment symbols 
and DO ratings as required by the regulations. He has been asked to put his 
house in order. 

Throughout the year compliance and enforcement policies and procedures have 
been continually regarded as an integral part of preparedness measures and 
postattack planning. In the year ahead compliance activities will be reexamined 
in this light, 
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PROGRESS ON THE MACHINE-TOOL PROGRAM 


During the year considerable activity took place in the machine-tool program, 
particularly in the review of the machine-tool industry's capacity to produce as 
compared with the estimated mobilization requirements of the Department of 
Defense and defense-supporting industries. 


A, Comparison of estimated machine-tool requirements with estimated mazi- 
mum production capacities of the machine-tool industry 


The Metalworking Equipment Division, Business and Defense Services Admin- 
istration, in accordance with Defense Mobilization Order 1-8, reviewed the ade- 
quacy of the productive capacity of the machine-tool industry to satisfy 
mobilization demands of the military and defense-supporting industries. In the 
approach to this problem the field of activities was divided into four areas of 
investigation : 

1. Metal-cutting machine tools, excepting special aircraft machine tools. 

2. Unusually long lead-time metalworking tools and equipment that are 
found in the relatively few largest general purpose metalworking shops. 

3. Metal forming machine tools, excepting special aircraft machine tools. 

4. Specialized metal cutting and metal forming machine tools required for 
aircraft work. 

The Report and Recommendations on Critical Machine Tools, as described in 
(1) above, was presented to the Director of the Office of Defense Mobilization 
on April 14, 1955. The report revealed that certain substantial segments of the 
machine-tool industry present a relatively satisfactory balance between calcu- 
lated production capacity and estimated M-day demands. Consequently, further 
investigation of these segments was discontinued. However, critical productive 
capacity deficiencies were found to exist in 15 metal cutting machine-tool cate- 
gories. The machine-tool industry, operating at a maximum capacity, would 
require from 1 te 9.3 years to complete the estimated M-day requirements. The 
Division is awaiting to hear from the Office of Defense Mobilization so that, in 
cooperation with that Office and with other appropriate Government agencies, 
programs may be formulated to implement the recommendations presented in 
order that the deficiencies can be corrected. 

On May 18, 1955, the Division’s Report and Recommendations on Critical 
Large Metalworking Machines, as described in (2) above, was presented to the 
Director of the Office of Defense Mobilization. This report listed 282 large 
“elephant” size machine tools estimated as additional requirements for mobiliza- 
tion by 34 defense-supporting industries for 63 separate plants. 

On August 11, 1955, there was a meeting between representatives of the Office 
of Defense Mobilization and the Metalworking Equipment Division to discuss the 
report on critical long lead-time machine tools. The ODM representatives made 
specific suggestions that they thought would strengthen the long lead-time 
machine-tool program and assist in the early implementation of the program. 
The Division, in cooperation with industry representatives, is reviewing these 
suggestions and expects to develop and forward a supplemental statement per- 
taining to this program about the end of September 1955. 


B. Management of facilities-expansion program 


1. Facilities expansion encouraged by the granting of accelerated tag amortiza- 
tion requests.—The Metalworking Equipment Division is charged with the man- 
agement of 7 expansion goal programs, involving some $333 million; the goals 
have been closed since December 1953. Three of the seven goals cover the 
machine-tool program area. On the basis of the critical machine tool and long 
lead-time requirement studies discussed in A above, critical productive deficiencies 
were revealed and it was decided to review the three machine tool expansion 
goal programs to determine their present status in light of present mobilization 
requirements. On the basis of preliminary reviews it appears that BDSA will 
request ODM to reopen the three machine tool expansion goal programs. 

During the year 11 requests for extension of time and 25 scope amendment 
requests were granted. Ten new applications were denied on the grounds that 
the goals were closed, while three applications are pending. 

2. Facilities expansion by lease contracts of Government-purchased equip- 
ment.—There were originally 120 facilities lease contracts involving approxi- 
mately 2,500 machine tools which were leased to manufacturers of defense- 
supporting items. These contracts were written for 5-year periods, starting in 
late 1951 and early 1952. The number of outstanding facilities lease coptracts 
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have been reduced as of July 1, 1955, to 95 contracts involving 2,372 machine 
tools having a value of approximately $23,125,000. 

During the year, 24 partial terminations were authorized involving 116 
machines; 10 contracts were completely terminated and-12 requests for rein- 
statement involving 44 machines were granted. 

8. Accelerated industry expansion by Government machine tool pool con- 
tract—Korean. pool-order program.—The Korean. pool-order program, under 
which 112 machine tool pool-order contracts—covering 94,225 units with a dollar 
value of approximately $1,425 million—were placed with machine-tool builders, 
and was a decided success, both from the mobilization and economic point of 
view. As of December 1, 1954, all but 684 of the 94,225 units were sold to 
defense contractors and private industry. During the year, the Metalworking 
Equipment Division, in cooperation with the machine-tool industry, endeavored 
to sell as many of the remaining 684 units as possible. During the period, 70 
of these machines were sold, for which the Government was reimbursed in the 
amount of approximately $615,046. The accompanying “summary sheet” details 
the status of this program as of June 30,1955. (See p. 16.) 


OC. Leasing 


During the year, the ODM requested several Government agencies, including 
BDSA, to make recommendations concerning the establishment of a uniform 
leasing criteria for all Government-owned equipment. The Division completed 
its review of this problem and submitted to ODM criteria for new leases and for 
the extension and renewal of existing leases. In regard to new leases, the 
Division recommended that they should be granted only when it is in the in- 
terest of national defense, and when all of the following criteria are met: 

(a) The leasing Government agency has been furnished conclusive evi- 
dence of the prospective lessee’s financial responsibility and manufacturing 
know-how ; 

(b) The use to which the equipment will be put is for production of 
defense or defense-supporting items; or to temporarily produce civilian 
goods, the production of which has been interrupted by disaster, such as 
flood or fire, or that the equipment would be required at the location in a 
future emergency and is of such size or characteristics as to make it im- 
practical or uneconomical to store at another location, or as standby, as 
determined by the Metalworking Equipment Division ; 

(c) The prospective lessee has certified that the procurement of adequate 
equipment from private sources is not available in time to meet the produc- 
tion requirements of the contract ; 

(d@) Other adequate sources are not available for the production involved. 

When it is determined that a new application meets the above criteria and 
is eligible for a lease, the charge made by the Government for leasing its equip- 
ment shall be comparable to those made by reputable private concerns. 

While no formal reply has been received from ODM regarding the recom- 
mended criteria, it is of interest to note that the recent DMO Order VII-4, 
Supplement 1, dated August 25, 1955, issued in order to provide relief to the 
recent flood disaster areas, incorporated some of the basic criteria listed above. 


D. Management of mobilization production equipment inventory 


During the past year no deletions or additions were made to the United States 
Maritime Administration segment of the inventory. The annual inventory con- 
sists of 958 items of production equipment valued at $3,253,817. 

During this period, 178 machine tools were added to the General Services 
Administration segment of the inventory and 11 units were transferred to active 
status, leaving the current net inventory at 307 machine tools with an acquisition 
value of $5,179,109. As of September 30, 1954, the General Services Administra- 
tion’s current net inventory contained approximately 140 machine tools. 
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Summary statement—Machine tool pool order program, June 30, 1955 





Percent 
of maxi- 
mum 
Govern- 
ment 
liability 


Dollar value 





Maximum Government liability under pool order program 
(as represented by 115 contracts in force on Dec. 31, 1952). 
Direct sales by contractors to industrial purchasers. , 
Reductions in Government liability ‘through cancellations 
| oane or agreed to as a result of periodic contract re- 

views 


7.8 
Reductions in Government liability from sales and ‘eancel- 


lations (subtotal of items IT and ITI above)... . 1, 416, 630, 116 99.4 
Current Government liability (item I minus item TV) (con- 

sists of units in storage) 8, 369, 884 .6 

pom leted units » GSA storage (invoiced to Government 

.5 percent of schedule A Ap vice) 624 a -6 

Unite not yet eouigated. se a le il tl None None 




















During recent months the agency had several discussions with representatives 
of the Atomic Energy Commission, and it is anticipated that their report on the 
inventory of machine tools will be available in the near future. 


RH. Surplus property program 


On the authority of an agreement between Business and Defense Services 
Administration and the Department of Defense, and upon the specific request 
of the Department of Defense, the Metalworking Equipment Division, during 
the past year, supervised machine-tool-inspection programs at the O’Hare Air 
Force Base, Park Ridge, Ill., the Offutt Air Force Base, Omaha, Nebr., and at 
the United States Air Force Base, Marietta, Ga. At each location a reviewing 
team composed of industry representatives was assembled under the supervision 
of a representative of the Division and made onsite inspections of 225 tools at 
the O’Hare Air Force Base, 785 tools at the Offutt Air Force Base and 293 
machine tools at the United States Air Force Base, Marietta, Ga. In addition, 
an onsite inspection of 38 machine tools was made at the Horsehead-Depot, New 
York, by 2 machine-tool experts recruited from industry on a voluntary basis. As 
a result of these inspections, the Metalworking Equipment Division recom- 
mended that 252 of the machine tools inspected be transferred to NIER. On 
the basis of discussions with industry representatives and with firms produc- 
ing the machine tools being offered for sale in sizable numbers, it was determined 
that no detrimental impact would result from the sale of the surplus machine 
tools as proposed, and the Department of Defense was so advised. 

Numerous surplus property lists were received and carefully reviewed during 
the past year, and spot checks were made at a number of locations on minor 
quantities of tools proposed for sale, which resulted in no recommendations to 
change the plans of the sale. 


F. Administration of order M-41— (metalworking machines—delivery ) 


During the year, the Metalworking Equipment Division received and analyzed 
approximately 22 order boards per quarter, submitted by builders of exhibit B 
classes of machine tools and builders who currently have extended backlogs of 
machine tools that are of prime interest to military programs. The information 
contained in the order boards is constantly employed in connection with the 
directive and diversion actions necessary to assure deliveries as required by the 
military services. The order board also enables the Division to assist the mili- 
tary on procurement, timing, and other segments of importance in planning new 
and revised production programs. During the past year, the services submitted 
108 formal requests for improved deliveries, on which 50 directives, 13 diver- 
sions, 10 ratings, and 30 informal actions were taken. Approximately 101 re- 
quests for improved deliveries were received from defense-supporting industries 
and were handled on an informal basis. 

On March 15, 1955, the numerical preference list was completely revised to 
affect the most recent priority status of the various military programs. The 
revised lists were mailed to 313 machine tool builders. Interim changes in the 
numerical preference list were made monthly and mailed to the 318 machine 
tool builders. 
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G. Mobilization preparedness 


The Division completed 12 machine tool industry evaluation studies during 
the past year and is currently reviewing industry evaluation studies that were 
completed during 1952-53 with the objective of determining whether it will be 
necessary to revise them in the light of current industry-mobilization conditions. 

During the year, the Division continued its review and revision of the machine 
tool mobilization base book records to bring them up to date with present 
industry capacity and mobilization requirement estimates. In addition, the 
development of machine tool fact books was undertaken. These fact books 
will contain all pertinent information and data regarding the machine tool 
industry, such as: Alphabetical list of manufacturers; key personnel of each 
establishment within the industry with names, addresses, and telephone num- 
bers; technical production data, including total material consumption, controlled 
material consumption, product mix, present production levels, and mobilization 
capacity levels. These fact books are being developed because the Operations 
Alert exercise of June 1955 strongly emphasized the need of such data. 

Copies of the machine tool mobilization base books and industry fact books 
and other important records necessary to assure the continuity of operations 
during a mobilization emergency have been and are being assembled and for- 
warded to a relocation center, from which point the Metalworking Equipment 
Division would be effectively carried on. These records will be supplemented 
with additional essential data and information as developed during the coming 
months. 


H. Automation 


During recent quarters, the Metalworking Equipment Division has received 
numerous inquiries from industry sources, research and engineering firms, trade 
and manufacturing associations, and Government cireles, concerning automa- 
tion. Most of these inquiries revealed numerous and serious misconceptions 
concerning automation. The Division, in cooperation with its industry con- 
sultants, #8 presently undertaking a review of automation with the objective 
ef developing a presentation that will clarify automation and indicate as far 
as possible its present status in industry. 

I. Industry conferences and task-group meetings 

(a) Task-group meetings concerning critical tools.—The Metalworking Equip- 
ment Division, having been directed by the Office of Defense Mobilization to 
investigate the adequacy of certain critical metalworking equipment, called a 
meeting on November 9, 1954, of the typical industrial concerns presenting the 
largest general-purpose machine shops of the Nation to examine the present 
supply and possible future demand for the extra large metalworking tools and 
equipment that would be devoted to defense-supporting activities in large 
general-purpose machine shops. 


(0) Task-group meetings of the Aircraft Industries Association and repre- 
sentatives of the machine-tool industry sponsored by the Metalworking 
Equipment Division, BDSA.— 

1. Task group to study knee- and bed-type specialized aircraft milling 
machine requirements, October 19, 1954. 

2. Task-group meeting on horizontal boring machines, October 21, 1954. 

3. Meeting on profiling- and contour-milling machines by machine-tool and 
aircraft industries task group: 

(a) November 15, 1954. 

(b) November 16, 1954. 

(c) November 17, 1954. 

On the basis of the above task-group meetings, and the task-group meetings 
convened during the period August to September 1954, the Aircraft Industry 
Association, during the periods of December 7-10, 1954, called a meeting of 
their panel members and machine-tool builders to discuss specific problems 
generated by the individual task-group meetings listed above. Members of 
the Metalworking Equipment Division together with other representatives of 
BDSA attended these meetings as observers, 

(c) Machine Tool Manufacturers Industry Conference—On January 27, 1955, 
the Division sponsored a Machine Tool Manufacturers Industry Conference. 
The industry told the Government officials that the maintenance of the domestic 
machine-tool industry in a healthy and aggressive condition so that it can 
meet the demands of any future emergency is a problem requiring urgent 





JOINT COMMITTEE ON DEFENSE PRODUCTION 143 


Government-industry cooperation. In this spirit the industry offered several 
suggestions that would tend to make for more effective industry participation 
in defense and mobilization programs. A summary of the industry’s conference 
was published in press release BD-431. 

(d) Tool and Die Manufacturers Industry Conference——On March 29, 1955, 
the Division sponsored a Tool and Die Manufacturers Industry Conference. 
The industry representatives reported at the conference that growing man- 
power shortages in the industry are posing a threat to rapid buildup of pro- 
duction essential to national defense in an emergency. Other industry problems 
relating to mobilization and defense activities were also reported by industry 
representatives, together with suggestions and recommendations to alleviate 
these problems. The Division is presently reviewing these recommendations 
and it is planned to hold a conference with the Department of Labor and the 
Department of Defense in the near future regarding these problems. 


J. Proposed M-day machine-tool order program 


The Division continued its activities in planning and developing an M-day 
machine-tool pool order program that will be activated immediately in the event 
of a national emergency. A pool order program is the placing of orders for 
machine tools with individual machine-tool builders based upon known or 
anticipated requirements. 

The primary objective of an M-day pool order program is to “buy” essential 
time in producing the machine tools required for critical military end products. 
This is accomplished by placing with individual machine-tool builders a firm and 
definite contract that would permit the carrying out of the required production 
schedules on a practical and economic basis. This permits detailed planning of 
bills of material, facilities, and production equipment requirements, subcontract- 
ing and related production problems. 

A review of past premobilization pool order programs revealed that they failed 
to achieve their initial and short-term objective of immediately accelerating and 
expanding industry's capacity to produce. It is estimated that the failure of the 
pool order program during the June 1950-51 period delayed and bottlenecked 
Korean defense production from 12 to 18 months. 

The major defects of past premobilization pool order programs were that the 
contracts were not sufficiently definitive to permit the builder to carry out his 
production schedule on receipt of the “go-ahead” signal from Government. The 
failure to have firm pricing schedules in the contract was a serious omission. 
In addition, the pool order programs failed to provide a method whereby funds 
would be appropriated and on hand to finance the pool order program on M-day. 


K. Strengthening of the machine-tool mobilization base 


Working with other Government agencies and industry, BDSA pursued 
numerous activities with the objective of maintaining and strengthening the 
machine-tool mobilization base. The following are examples of these activities: 

1. Programing and procurement of machine tools by the Government.—During 
the past year, upon request of the military, the Metalworking Equipment Divi- 
sion assisted in their procurement of machine tools with funds appropriated under 
the Vance plan. In the past this was done by providing listings of machine-tool 
builders who have proven their ability for the types of machine tools desired, 
and whose productive capacities constitute an essential part of the machine-tool 
mobilization base. Recognizing the obvious congressional intent in pursuance 
of the recommendations contained in the Vance plan, the Division was successful 
in its presentation to the military departments and the Office of Defense Mobiliza- 
tion to assure that these funds would be used for procurement of machine tools 
from domestic builders. This was accomplished despite strenuous efforts by im- 
porters in behalf of foreign builders to be permitted to receive bid requests. The 
tools procured with these funds are those which broaden the military mobilization 
base and constitute a part of their reserve program. 

However, some procurement of machine tools from foreign builders was made 
for supply and maintenance programs of the military. These procurements were 
initiated without first obtaining the views and recommendations of BDSA as 
to whether such foreign procurement might be adverse to considerations of the 
national security. Post analysis of these procurements by the Metalworking 
Equipment Division and presentations made to the Director of Defense Mobili- 
zation have led to the establishment of an interagency committee to review such 
requests. The Business and Defense Services Administration, through the Secre- 
tary of Commerce, proposed to the Secretary of Defense that predeterminations 
be made by the joint efforts of the two Departments concerning such procure- 
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ments that should be limited to domestic producers, which would be justified by 
considerations of national security, It is the judgment of the Metalworking 
Equipment Division that procurement of machine tools from foreign builders 
generally is not in the interest of national defense, but that such determinations 
should be made on an individual basis, working with the procurement officers of 
the military departments. Further, the Metalworking Equipment Division 
believes that funds appropriated to the Department of Defense were intended not 
only for the military end items such as planes, missiles, tanks, guns, ships, etc., 
but also for maintenance of the mobilization base, both for direct military pro- 
grams and the defense-supporting industry, including the machine-tool builders’ 
productive capacity. The Buy American Act of March 3, 1933, to which Execu- 
tive Order 10582 relates, had as its primary purpose the protection of essential 
American industry. This subject is being pursued further in order to assure that 
all actions necessary and appropriate will be taken to provide guaranties that 
the machine-tool mobilization base will be maintained and strengthened. 

2. Leasing of Government-owned machine tools for nondefense production.—In 
pursue nce of the basic policy of the Department of Commerce to get Government 
out of competition with private industry at the earliest practical date following 
the Korean emergency, the Metalworking Equipment Division has consistently 
advocated that with certain exceptions Government-owned equipment should not 
be leased for nondefense production. Notwithstanding this positive position 
taken by the Division, there have been recent indications that requests are on the 
inerease for which Government-owned tools are to be used for nondefense pro- 
duction. In each case the Office of Defense Mobilization requests views and 
comments from the Metalworking Equipment Division. The Division has pointed 
eut that, in addition to the unfair competitive advantage nondefense leasing 
gives such requesting firms, the leasing is not in the interest of a strong machine- 
tool mobilization base. Experience has indicated that it is not practical or 
sound programing to lease Government-owned tools for nondefense production 
in order to maintain complete packages of Government-owned equipment, or to 
maintain a package concept which would include part industry-owned and part 
Government-owned equipment, or for immediate economies in savings of main- 
tenance services or for other proposed reasons such as maintaining a contractor's 
good will. Government-owned tools, either in complete or combination packages, 
during periods of nondefense production, would be worn out or substantially les- 
sened in value and in a period of emergency the Nation could not anticipate having 
Government-owned tools available for the precision work that would be required. 

A recent request sponsored by the Department of Defense for nondefense 
leasing, submitted to the Metalworking Equipment Division for review and com- 
ment indicated that Government-owned tools in a proposed package are cur- 
rently obsolete but by leasing these obsolete tools the contractor would perform 
precision work required under the military contract on their own equipment. 
It is our opinion that such type of bargaining and, in fact, placing a contractor 
in a very favorable competitive position over other contractors, is not good 
planning. In other submissions attempts are being made to establish broad prece- 
dents to permit nondefense leasing of Government-owned tools that would be 
very destructive to a sound machine-tool mobilization base. 


PROGRESS OF INDUSTRIAL MOBILIZATION PREPAREDNESS PROGRAMS 


The operation of the defense materials system in 1955 


The year 1955 provided the first major test of the effectiveness of the defense 
materials system. Continuing defense demand, added to unprecedented levels 
of domestic civilian economic activity, resulted in heavy pressure on the basic 
metallics industries. In some cases, these demand sources were supplemented 
by high foreign demand both for metal and scrap, as well as the United States 
stockpile program. 

Special actions to make available to domestic civilian industry scheduled addi- 
tions to the nickel, copper, and aluminum stockpiles reflect the heavy pressure 
on the supply of these metals during the year. 

It will be recalled that one of the considerations that led to the establishment 
of the defense materials system in 1953 was the necessity for assuring the com- 
pletion of the Department of Defense and Atomic Energy Commission production 
and construction programs on schedule. This principle applied with equal force 
to both a cold-war and a hot-war situation. 

For a year and a half after the issuance of the DMS regulations, the lack of 
pressure on the metal markets, and the consequent relative ease with which 


JOINT COMMITTEE ON DEFENSE PRODUCTION 145 


materials could be obtained by all users—both defense and nondefense—made it 
necessary to develop educational programs to convey to defense contractors the 
need for continuing to observe the procedural requirements of the defense ma- 
terials system. The heavy pressure on basic metal supplies which steadily 
mounted in 1955 provided a true test of the soundness of the earlier policy. 
Despite the short supply of a number of materials, defense contractors have 


been given proper preferential treatment by suppliers. Cases of failure to main- © 


tain Department of Defense and Atomic Energy Commission programs because 
of a supplier’s failure to meet defense rated delivery schedules on time are almost 
nonexistent. A particularly striking illustration is provided by nickel, where 
defense needs are being met on a 100-percent basis despite the fact that heavy 
defense use and stockpile deliveries have shrunk the residual available for civil- 
ian use to a point well below effective demand. 

Without the previous decision to maintain the DMSA defense order identifica- 
tion, it is fair to say that any effort to provide preferential treatment for defense 
orders requiring nickel in 1955 would have demanded a minimum of 6 to 9 
months to accomplish. The development and dissemination of new rules, to- 
gether with the necessity of passing identification symbols down the chain of 
subcontractors, would have taken at least that long. The exercise of title I 
authority of the Defense Production Act, through the promulgation of the DMS 
regulations, therefore contributed substantially toward the goal of maintaining 
defense production on scheduled levels. 


Operational and mobilization planning actions 


During the past year a number of steps were taken to organize the operation 
of the defense materials system on a more efficient basis. With respect to the 
regulations which were issued during 1954, actual operating experience made 
it clear that little change was necessary. Both the Department of Defense and 
the Atomic Energy Commission, as well as their major contractors and sub- 
contractors, appeared to find the new streamlined control system workable and 
relatively efficient. In any case, little or no objection has been registered with 
respect to the procedural requirements of the regulations. 

The only procedural change of note which was made was to remove a very 
large proportion of Department of Defense and Atomic Energy Commission con- 
tracts from the DMS allotment rules. This was made possible by an analysis 
of the contracts placed in the course of a year, which indicated that it was 
possible to handle a substantial part of total contract placement on an auto- 
matic basis and reduce the defense materials system procedure applications to 
a relatively few large contracts placed. This small order procedure has resulted 
in economies in both the Government agencies and in private business—par- 
ticularly small business. 

For the large contracts remaining under the DMS procedures, the Department 
of Defense has incorporated a standard paragraph in their contract which binds 
the contractor to observe the DMS rules and regulations as promulgated by 
the Business and Defense Services Administration. 

A handbook, The Defense Materials System in our American Industry, for 
use by Department of Defense and Atomic Energy Commission contractors, was 
published and distributed to the trade press and trade associations. Supplies 
of the publication were made available to the Department of Defense, the Atomic 
Energy Commission, and to defense contractors through the Department of 
Commerce field offices and the Superintendent of Documents, at a nominal cost. 
The wide publicity given the handbook resulted in a substantial interest on the 
part of contractors. This publication has had the desirable effect of contributing 
to the greater use of ratings and program identifications by purchasers of produc- 
tion and construction materials for use in defense programs. 

A BDSA manual of standby regulations and orders has been approved by the 
Administrator and issued for use by the industry divisions, the Office of Defense 
Mobilization, the Department of Defense, and the Atomic Energy Commis- 
sion. This manual contains the defense materials system regulations current- 
ly in effect, standby DMS regulations providing the rules for maintenance, 
repair and operating supplies (MRO), and for repairmen. The manual also 
contains the several M orders currently in effect and a number of standby 
orders for use in the event of mobilization, including inventory control, restric- 
tions on the use of alloying materials, limitations on the acquisition of materials 
for unrated production, and limitations on commencement of unrated construc- 
tion. The manual also contains certain administrative actions, such as delega- 


tions of authority both currently in effect and available for use in the event of 
mobilization. 


oer ee) 





t/. 
be 
fe 
«ft 
Ce 
= 
T 
32 


UNIVERSITY OF 


146 JOINT COMMITTEE ON DEFENSE PRODUCTION 


The industry divisions are currently engaged in the development of additional 
standby orders to provide special rules for individual segments of industry. 

The solution of many of the problems proposed during Operation Alert, 1955, 
substantiated the effectiveness of the defense materials system as a basic pro- 
duction and materials control mechanism for use in a war emergency. The 
test, however, disclosed a need for a thorough and searching review of the 
policies and procedures established for use in connection with mobilization 
planning for a postattack situation. BDSA is participating with the ODM and 
other Government agencies in such a review. It is anticipated that a number 
of important changes in existing policies will be made which will alter the post- 
attack mobilization planning of BDSA. 

The test provided by Operation Alert, 1955, indicated that in addition to the 
DMS itself many of the basic standby regulations and orders already developed 
can, with relatively minor modifications, be made effective to meet the require- 
ments of a postattack situation. The same cannot be said about the standby 
orders developed or proposed for full mobilization without bomb attack for the 
control of the production and distribution of specific products. In most cases, 
it was disclosed by the test that the type of control mechanism which has proved 
satisfactory in previous emergencies would not fulfill the needs of a postattack 
situation. 

In the atomic age, no mobilization planning activities would be meaningful 
without directing major emphasis to the preblems presented by the possibility of 
thermonuclear attack upon the continental United States. The problems in- 
volved in planning for this contingency are not only of major complexity, but 
also present the need for a creative developmental approach to the problem 
of industrial preparedness without benefit of past experience. 

Accordingly, special emphasis is being placed on the development of alternative 
procedures to facilitate reconstruction or rehabilitation of destroyed facilities, 
availability of production and construction materials designed to minimize the 
effects of bomb damage on the industrial and civilian economy, and to establish 
alternative methods for the continuity of the administration of production and 
distribution controls. Although only preliminary progress has been made on 
this part of the program, the discussions held and developments undertaken indi- 
cate that feasible alternatives will result from this activity. 


Industry Evaluation Board activities 

The Industry Evaluation Board's identification of those products, services, and 
industrial facilities which are essential to national defense and a basic civilian 
economy continued through the period October 1, 1954, to September 1, 1955, 
with substantial additions to, and revisions of, the analyses on which earlier 
identifications were based. 

In these 11 months analyses of approximately 65 segments of American indus- 
try were prepared by the industry divisions, BDSA, for Industry Evaluation 
Board purposes. These industry segments included some industries which had 
not been previously analyzed and others in which changes, resulting from revi- 
sions in mobilization planning and from the dynamic character of American 
industry, made reviews of earlier analyses necessary. The Board’s action on 
these 65 analyses resulted in the addition of about 400 industrial (manufactur- 
ing) facilities to the critical industrial facilities list. In addition, the Board’s 
decisions on the analysis of domestic telephone service, developed by the BDSA 
Communications Division, accounted for the identification of about 1,300 addi- 
tional nonmanufacturing facilities as of vital importance to national defense. 
(The most important installations for international communications had been 
identified by the Board earlier.) 

The progress made during the specified period has produced a more thoroughly 
comprehensive identification of critical facilities than heretofore existed, The 
Board’s decisions were used during the past year as the basis for BDSA’s indus- 
trial defense program, which has won wide acceptance by top management of 
American manufacturing concerns whose continuance in production is essential 
to the national economy during a period of emergency. IEB documents were 
also used to great advantage at various relocation centers during Operation 
Alert, 1955. Other Government agencies which have access to the Board's find- 
ings have used them with increasing effectiveness during the past months, and, 
although very close supervision is maintained over IEB documents because of 
their strategic importance, several agencies have been added to the restricted 
group to which IEB material is distributed. 
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Critical component studies 


Considerable progress was made this past year in this field. Studies have 
been active on 57 components that might be critically short in time of full mobili- 
zation. The work centers in each case on an interagency working group consist- 
ing of BDSA industrial specialists (in most cases the chairman) and appropri- 
ate personnel from the Department of Defense and the various military services. 
Advice from industry is usually obtained through the Industry Advisory Com- 
mittee and task groups. 

At the end of fiscal year 1955 two studies had been completed and the recom- 
mendations approved by the Interagency Components Committee and submitted 
to the Advisory Committee on Components and Production Equipment (Vance 
committee). The Director of Defense Mobilization has just announced that he 
has authorized a program amounting to approximately $70 million to round out 
oe to produce steam turbines and turbine gears required for defense mobi- 

zation. 

A report is being prepared for the Interagency Components Committee which 
will show approximately 20 studies developed to the point of revealing adequate 
capacity and, therefore, we will recommend dropping. 

Work will continue on 27 studies that are the responsibility of BDSA, as well 
as on 10 studies which are being done by the Department of Defense. 


Emergency relocation planning and testing 


On June 15, 16, and 17 the BDSA participated with ODM and other Federal 
agencies in an exercise (Operation Alert, 1955) for the purpose of determining 
whether Government agencies charged with the conduct of essential wartime 
functions could evacuate Washington and perform their normal functions at 
relocation sites while working on problems they would face in a real emergency. 

For several reasons, the role of BDSA would be important to national sur- 
vival in case of enemy attack. First, it exercises under delegations stemming 
from the Defense Production Act, the priorities and allocations powers of title I 
of the act, and in this connection administers the Defense Materials System 
(DMS). In event of a real emergency, it would continue to operate DMS, 
modified to meet the situation, in order to quickly marshal our remaining na- 
tional resources, both industrial and economic, for purposes of retaliation. 
Secondly, BDSA is charged by the Secretary of Commerce with maintaining a 
nucleus organization capable of rapidly expanding into a central production 
control agency in time of war. 

From the BDSA standpoint, the recent exercise gave the agency an excellent 
opportunity to test its advance industrial mobilization plans and its state of 
readiness for carrying out the Government's production responsibilities under 
simulated emergency conditions. 

The test showed the need for a better understanding among all Government 
agencies of the role and importance of BDSA in a postattack period and pointed 
out a number of gaps in relocation preparedness plans. Measures will be taken 
in the months ahead to correct the deficiencies identified as a result of the 
exercise. 


INDUSTRY-GOVERN MENT COOPERATION ON DEFENSE PROGRAMS 


Industry advisory committees, industry conferences, and task groups 


Pursuant to the provisions of the Defense Production Act requiring the Busi- 
ness and Defense Services Administration to consult with industry, a series of 
meetings of various types was held during the period September 1, 1954, to Sep- 
tember 1, 1955, as follows: 


Industry conferences 
Industry advisory committees 
Special conferences 

Task groups 


All meetings were concerned in whole or in part with BDSA’s operations under 
the Defense Production Act and the National Security Act, and matters consid- 
ered included: (1) The defense materials system, (2) pre- and post-attack plan- 
ning, (3) stockpiling, (4) expansion goals, (5) mobilization requirements, (6) 
industry evaluation and plant protection, (7) scrap and salvage, (8) mobilization 
base deficiencies, (9) accelerated amortization, (10) mobilization readiness sta- 
tistical data, (11) conservation practices, (12) specifications, etc. 
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So effective and popular has this Government-industry relations program be- 
come that the Secretary of Commerce has placed prime emphasis on it as a vital 
means of communication between Government and industry. 

A list of the industries consulted follows: 


Industry conferences : 
1954—-Sept. 22 Woolen and worsted manufacturers 
Nov. 9 Cooperage 
Nov. Mining machinery 
Nov. Building materials and construction 
Nov. Industrial fasteners 
Nov. Industrial power truck manufacturers 
Dec. National Distribution Council 
Dec. Industrial security conference 
Dec. Knit handwear manufacturers 
1955—Jan. Pulp, paper, and paperboard manufacturers 
Jan. Machine tool manufacturers 
Feb. Leather 
Tool and die manufacturers 
Conveyor equipment manufacturers 
J une . » TE National Distribution Council 
Industry advisory committees: 
1954—Oct. 27 Precision optical 
Noy. Producers segment of titanium producers and fabri- 
cators 
Novy, Fabricators segment of titanium producers and fabri- 
eators 
Nov. Titanium producers and fabricators 
Dec. Fractional horsepower motors and generators 
1955—Jan. 12__.__.___. Steel products 
Jan. 28_ Aluminum producers 
Feb. _._.. Joint automobile passenger car and motortruck man- 
ufacturers 
Mar. Aluminum producers 
Mar. Brass mill 
Mar. Wire and cable 
Mar. 25__._._... Primary copper producers 
Apr. 12... Titanium producers and fabricators 
Apr. 13_____.. 1/500-horsepower motors and generators 
A SRS. 8 Aluminum smelters 
Apr. 28_....... Truck-trailer manufacturers 
May 20__._.___._ Aluminum producers 
Automotive replacement parts manufacturers 
Prime aluminum products 
Industrial power truck manufacturers 
June 23.__._._... Domestic communications operating 
Aug. 22_..._.._. Aluminum smelters 
Ai 2B Aluminum producers 
Aug. Prime aluminum products 
Aug. 30__- Primary copper producers 
Special conferences : 
1954—Sept. 21__.___. Manufacturers of aircraft instruments 
Oct. 5-....__... Miea fabricating industry 
Oct. 20._...... Nitrogen-storage goal 
1955—Feb. 15........ Disposal of spent sulfuric acid 
Disposal of Government surplus supplies of pyrethrum 
extract 
Mar. 10, 17__.. Disposal of Government surplus methyl chloride 
Task groups: 


ole 


uC 
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Skin milling machines 

Open-die press and hammer forging industry 

Water and sewerage 

High-alloy castings 

Nickel in aluminum wrought and cast products 
Federal specifications—wheeled tractors 
Copper-base alloys—subcommittee 

Rolling mills 

Conservation of nickel in automotive industry (truck) 
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Task groups—Continued 


1954—Sept. 22__.__.. Collapsible tubes 

Sept. 24._____. Heat exchangers 

Sept. 28__._._. Federal specifications—wheeled tractors 

Sept. 30_._-__. Compressors—study of mobilization requirements 

Sept. 30_____-. Joint task group on nickel in wrought low-alloy steel 
production and low-alloy steel scrap 

Os Gas Tool and die industry 

Os Tansee Precision fasteners (subcommittee on socket screws) 

Ot: Maiiscicz Stockpiling of photographic film 

eee Ws oss Precision fasteners (subcommittee on blind rivets) 

Gets 1D. Electroplaters 

Os Wee Wheeled-tractor specifications 

Oct. 24......... Nonferrous producers 

Oct. 38.5 Mobilization base planning 

Oct. 19....... Stainless-steel producers 

Oct: 10LLLucs Knee and bed type milling machines 

Ot. Baa. Low-alloy steel producers 

Oct; Bhissuss. Horizontal boring machines 

ete Sb seri Export of steel scrap 

Outs Btauices To study future programs and activities of the alu- 
minum and magnesium division 

3. Si aeeerecaneel Precision fasteners (subcommittee on close tolerance 
bolts and screws) 

Oct. 26-27.... Tool and die industry 

O66... . Si ut-cede Sheet steel outlet boxes 

et. Bees... Precision fasteners (subcommittee on high tempera- 
ture and titanium bolts and screws) 

Nov. 82iiuui. Open die press and hammer forging 

Now 42050453 Export of steel scrap 

Nov: 4222024 Fractional horsepower motors and generators 

mee, Bait Elephant machine tools 

Nev. Iisa Profile and contour milling machines 

Nov. 16__-..--- Categorization, production on capacity, requirements, 
and standardization of tackle and snatch hlocks 

Noy. 16__....- Profile and contour milling machines 

OS | ee Requirements and capacity study on gyroscopes 

Noe 27 sk Profile and contour milling machines 

OVs Btn ne Precision fasteners (subcommittee on panel fas- 
teners) 

} ee pe rage of extruded aluminum shapes (classi- 

ed) 

i. ae NR Wheeled tractors—Federal specifications 

Nov. 30._...-- Industrial defense program for the brass mill industry 

Nov. 80_...- .. Conservation of nickel by substitution of nickel 

NOY. @evcueha. Plated metal for solid metal containing nickel 

FROG. MiMi ns caccious Mobilization controls (1) 

Nov. 30__..... Mobilization controls (2) 

Nov. 30_...--- Precision fasteners (subcommittee on large-size fas- 
teners) 

Dee, Bon Conservation of nickel in high-alloy castings 

Dee. 14____-_- Conservation of nickel in copper-base alloys 

Dec. 14__-_--- Requirements and capacity study on gyroscopes 

Dee... 16_....-. Conservation of nickel in heavy-duty internal-combus- 
tion engine pistons 

1955—Jan. 10___..__ Tight cooperage industry 

WMG Bhcicc sites Slack cooperage industry 

Jan, 13.._...- Selenium 

Jan. 18__.__-- Nonmetallic outlet boxes 

pip |, Stare Precision fasteners (subcommittee on locknuts) 

CE EE peeictions Industrial water use 

FE Bleciecen Activities and programs of aluminum and magnesium 
division 

Feb. 1... ..~-_-. Copper wire and cable 

Feb, 2..--._--. Open-die press and hammer forgings 

Feb, 3____----. Mobilization controls 


Feb. 9, 10_____ Mobilization requirements, 1/500 horsepower motors 


~~ of 26 oer 
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Task groups—Continued 
Requirements for mobilization base planning 
Nickel scrap export determinations for 1955 
Feb. 16.____... Tank and automotive gear segment 
Feb. 16___.._.. Mill, mine, and commercial gear segment 
Feb. 16_______. Sisalana rotation 
Feb. 17____.__. Machine tool gear segment 
Feb. _...... Fine piteh gear segment 
Mar. Steel scrap export 
Mar. Aircraft actuators 
Mar. Aircraft gear segment 
Mar. 8__--- Automobile passenger-car manufacturers to study 
mobilization orders 
Mar. _... Marine gear segment 
Mar ._ Motortruck manufacturers to study mobilization 
orders 
Mar. 1 Precision fasteners (subcommittee on permanent 
high-strength fasteners) 
Mar, 22_.- To study titanium industry problems 
Mar. : _.._.. Removal of surplus palm oil from stockpile 
Mar, ¢ Automobile passenger-car manufacturers to study 
mobilization orders 
Mar. 3 Valves 
Mar. 31-_--- To study export to Iron Curtain countries of hori- 
zontal combination boring, drilling, and milling 
machines 
Mar. 31- .. Motortruck manufacturers to study mobilization 
orders 
Apr. 6. sia Open-die press and hammer forgings 
Apr. _.... Surplus gas-fired bake ovens 
Apr. _.... Precision fasteners (subcommittee on blind rivets) 
Apr. Chain and rope fittings 
Apr. Drop forgings 
Apr. = Joint automobile passenger-car manufacturers and 
motortruck manufacturers 
Apr. 2 Heavy steel castings 
Apr. : - Antifriction bearings 
May 17 Industrial defense program for the brass and bronze 
ingot makers industry 
May 20 Mobilization controls 
Pe Tesscinciric Mobilization controls 
June 9__.__.__.. Open-die press and hammer forgings 
June 14__.___._. Drop forgings 
June 21__.___._. Consumption of rare earth products 
June 22_._._._._.. Manufacture of rare earth products 
Titanium sponge production—Rutile 
Specification MIL-STD-268 
Specification MIL-STD-256 
Specification MIL—STD-267 
Specification MIL—-STD-257 
July 20__..... Specification MIL-STD-260 
July 21__..... Specification MIL-STD-264 
July 22.____.__ Specification MIL-STD-—263 
Iron and steel scrap export 
Aug. 9, 10 . Study of production capabilities of the synchro and 
servo devices 
Aug. 17 Mobilization controls 
Aug. 24__._- Sisalana rotation 
Aug. 24 ___- Programs and activities of aluminum and magnesium 
division 
Aug. 26... Mobilization controls 
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Industry executive (w. 0. ¢.) program 

This program, as authorized under the Defense Production Act, continued as 
in previous years to be of great assistance to the Government in carrying out 
the current defense program. As of September 1, 1955, about 160 executives 
from private industry were serving BDSA without compensation. Of these, 
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about 29 were serving in key positions on a full-time basis. Although the above 
act, as approved August 9, 1955, amended the provisions relating to without 
compensation employment, the agency will continue to have the full benefit of 
w. 0. ¢. services on a basis acceptable both to Government and to industry. 
Field activities 

In administering the Defense Materials System and in disseminating infor- 
mation on the orders and regulations issued by the Business and Defense 
Services Administration under the Defense Production Act, continued reliance 
was placed on the 33 field offices of this Department. 
. These offices maintained close relationships with the business communities 
in which they are located thus providing local facilities which the Business and 
Defense Services Administration is able to use when necessary in carrying out 
its responsibilities. 


Crviz AERONAUTICS ADMINISTRATION 


PROGRAMS OF CAA 


There were two major civil aviation programs conducted by the Civil Aero- 
nautics Administration under authority of the Defense Production Act during 
the period July 1, 1954, through June 30, 1955. These programs related to 
priorities and allocations of materials required to support the manufacture, 
construction, and maintenance of (a) air-carrier aircraft, and (6) the Federal 
airways and supporting units. A third program covers the administration, in- 
cluding enforcement, of transportation orders T-1 and T-2. 


AUTHORITY 


The CAA programs were administered under department order 128, as 
amended and supplemented, which, in turn, is presently based on Executive 
Orders 10219, 10480, Office of Defense Mobilization Order DMO VII-5; also 
Business and Defense Services Administration Delegation 6, and its related 
policy memorandum; and transportation orders T-1 and T-2. 


SUMMARY OF PROGRAM 


The following summaries of the programs are set forth with respect to opera- 
tions beginning July 1, 1954, and ending June 30, 1955. 


A. Air-carrier aircraft program 


This program consisted of two parts. The first part dealt with the estab- 
lishing of production schedules for the manufacture of civil air-carrier aircraft ; 
the second part dealt with the maintenance, repair, and operating supplies for 
air-earrier aircraft. 

With respect to the first part, the CAA, acting as a coordinating agency with 
the Air Coordinating Committee, prepared and submitted requirements to ACC 
at quarterly intervals for new civil aircraft for both United States and foreign 
air carriers. ACC considered these schedules based on aircraft units and, if 
appropriate, approved them. The approved programs were forwarded to the 
Department of Defense Aircraft Production Resources Agency for use as a basis 
for approving the manufacturers’ requests for controlled materials allotments 
to implement the scheduled production. In addition, the approved programs 
were forwarded to the Office of Defense Mobilization for its information. 

With respect to the second part which concerned the maintenance, repair, 
and operating supplies for aircraft operated by both domestic and friendly 
foreign air carriers, the CAA, in exercising its allotting-agency responsibilities, 
(a) presented requirements for allotments of controlled materials to the De- 
partment of Defense, and (6) obtained priority ratings which provided priority 
assistance to air carriers equal to that made available to military organizations. 

The CAA administered the granting of allotments and priority ratings author- 
ity to United States carriers, and exercised control of allotments and priorities 
for foreign air carriers through coordination with the Bureau of Foreign Com- 
merce and the Foreign Operations Administration (now International Cooper- 
ation Administration (ICA) ). 

An additional program supplementing the second part of this program was 
carried on to assist United States air carriers in cases of emergency to obtain 
spare parts, including engines and propellers, through the Air Force. This pro- 
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gram, known as the emergency repair parts program, was brought about by 
agreement with the Under Secretary of the Air Force and the Administrator 
of Civil Aeronautics to meet the United States air-carrier operators’ needs either 
by diversion from an Air Force (Navy) procurement source, by outright sale 
by the Air Force (Navy), or by sale conditioned on return of reparable parts 
to the Air Force. 

(1) Effectiveness of program.—With respect to the production program for 
the new aircraft, approval was granted for the production of 429 air-carrier air- 
craft for the period of July 1, 1955, through December 1957. 

With respect to maintenance, repair, and operating supplies for air-carrier 
aircraft, an adequate allotment of controlled materials to meet the needs of 
approximately 70 domestic and 65 foreign carriers was made and DO ratings to 
the extent of approximately $60 million each quarter were available during the 
past fiscal year. 

(2) Current need for program.—Prior to July 1, 1953, the Department of 
Defense, the National Production Authority (now BDSA), and the Defense 
Production Administration (now Office of Defense Mobilization) had recognized 
that the air-carrier program was so closely connected with the defense effort 
that the use of certain military allotment symbols and priority ratings was 
authorized. 

When the Defense Production Act was amended and the defense materials 
system became effective on July 1, 1953, the direct defense connection received 
eontinud recognition. 

As a result, schedules for the production of new aircraft, prepared by CAA 
and approved by ACC, are submitted to the Department of Defense in order that 
materials may be made available and production of these aircraft may be inte- 
grated with military production. With respect to the maintenance, repair, and 
operating requirements of the air carriers, allotments of controlled materials and 
priority ratings were made available to CAA by the Department of Defense and 
the Business and Defense Services Administration, respectively. It is considered 
that this program must be continued as long as it is deemed necessary to main- 
tain controls for military production. 


B. Federal airways and supporting-units program 


The CAA administered the collection of requirements submitted by the various 
segments of CAA for the establishment and maintenance of the Federal airways 
system as well as of the Air Navigation Development Board and Aeronautical 
Radio, Inc., and presented such requirements to the Department of Defense for 
issuance of allocations. The budgeting of allotments including accounting con- 
trol and the issuance of priority authority to the various segments of the CAA 
for the Federal airways system were carried out. 

(1) Bifectiveness of program.—Rased upon allocations received from the De- 
partment of Defense, allotments of controlled materials were made available for 
the establishment of new air navigation facilities and also for maintenance pur- 
poses in amounts necessary to carry on the air navigation facilities program of 
the CAA. The use of military allotment symbols and priority ratings for equip- 
ment and supplies permitted continuation of this program without serious delay. 

(2) Current need for program.—The air navigation facilities installed by the 
CAA require the use of high-precision electronic equipment and other related 
materials. When the defense materials system became effective on July 1, 1953, 
it was considered by the CAA and other agencies of higher authority that due to 
the close connection with the defense, this program should continue to receive 
priority and materials ratings equal to those accorded military programs. It is 
felt that as long as controls applicable to military purchases are continued, this 
program should be afforded equal status with military procurement. 


C. Miscellaneous priorities and materials 


Under the defense materials system, the manufacture and maintenance of non- 
earrier aircraft do not qualify for priorities and allocations. However, CAA 
collected requirements in terms of aircraft units for defense-supporting civil ac- 
tivities such as executive, agricultural, and industrial flying. These require- 
ments were incorporated in quarterly production programs and submitted to ACC 
for approval. The approved noncarrier aircraft programs were forwarded by 
ACO to the Department of Defense Aircraft Production Resources Agency for 
information as to available productive capacity and for integration with the 
civil air carrier and military programs to form the complete United States air- 
craft production program. Likewise, the approved programs were forwarded to 
the Office of Defense Mobilization for information. 
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As a result of the sponsorship cf the CAA, a noncarrier aircraft production 
program was approved which formed the basis for the manufacture of 4,801 air- 
craft in 1956, and 4,697 in 1957, thus contributing to the stability of aircraft pro- 
duction output which is so important to the continuation of essential non-air- 
earrier civil aviation. 

CAA will continue to prepare noncarrier aircraft requirements data for sub- 
mission to the Department of Defense so that mobilization planning will take 
into account this important segment of the aircraft industry. In addition, wher- 
ever any critical shortage may affect the production of such aircraft, the CAA 
will continue to present claims for priority assistance in light of the essentiality 
of the defense effort. 

In addition, CAA performed other duties in connection with its responsibilities 
as an allotting agency in the civil aviation program area, These duties included 
the establishment of requirements for civil aviation-grade gasoline and the sub- 
mittal of these requirements to the Department of the Interior and the Armed 
Services Petroleum Purchasing Agency for their planning purposes. Continuing 
liaison was effected in order to assure that adequate supplies of aviation-grade 
gasoline were programed ; assurances were obtained that sufficient AVGAS would 
be available for civilian purposes. This is a continuing program which will re- 
main necessary until such time as adequate production facilities for AVGAS 
become available. 

Except for some of the large air carriers, aircraft manufacturers, and elec- 
tronic manufacturers, the priorities and allocations functions performed by CAA 
under the Defense Production Act affected a multitude of small business enter- 
prises which received equal treatment and were provided with assistance and 
encouragement in the manufacture of electronic equipment, aircraft, and parts. 


D,. Transportation orders T—1 and T-2 


With respect to these orders, instructions have been issued by our Office of 
Aviation Safety to field personnel to report immediately to the Under Secretary 
of Commerce for Transportation any violations of the orders that come to their 
attention. These instructions will be continued in force as long as Transporta- 
tion Orders T—1 and T-2 are in effect. 


ACTION TAKEN AS A RESULT OF ANY RECOMMENDATIONS OF THE JOINT COMMITTEE ON 
DEFENSE PRODUCTION 


The committee made no recommendations relative to priorities and allocations 
responsibilities affecting the CAA programs recognized under the defense mate- 
rials system. 


MAJOR PROBLEMS CONFRONTING CAA 


There are no major problems in carrying out current responsibilities under 
the act. 


STANDBY PROGRAMS TO MEET FUTURE EMERGENCY 


The continuance of the air carrier aircraft and the Federal airways and 
supporting-units programs under the defense materials system will be carried 
out in accordance with the regulations and in the light of existing conditions. 
Likewise, the preparation of noncarrier aircraft production schedules will be 
continued. The procedures and necessary standby organization will be main- 
tained as long as controls exist in order to administer these programs, and also 
so that in the event of partial or full mobilization, expansion of this activity 
may take place with a minimum of delay. 


CHANGES IN ORGANIZATION DURING THE YEAR 


Administration of the priorities and allocations functions has remained in 
the Defense Requirements Branch, Supply Division of our General Services 
Office, throughout the past year. During this time, staffing of the Branch has 
been reduced from 3 to 2 persons. 


FUTURE OBJECTIVES 


One objective of the CAA is to establish basic requirements in the event of 
various mobilization conditions. As representative of civil aviation, the CAA 
has been requested by the Office of Defense Mobilization to participate in the 
mobilization base survey which is a mobilization-planning program initiated 
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by the agency. Preliminary data were submitted during fiscal year 1953 and 
more detailed information was developed and submitted to ODM during fiscal 
years 1954 and 1955. Continuing studies will be made as may be directed by 
ODM. 





MARITIME ADMINISTRATION 
CERTIFICATES OF NECESSITY 


The Maritime Administration is the delegate agency responsible for making 
recommendations to the Office of Defense Mobilization on applications for cer- 
tificeates of necessity under two established expansion goals: No. 27, tankers, 
oceangoing ; and No. 113, ore carriers, oceangoing. 

During fiscal year 1955, favorable recommendations were made on two new 
applications for certificates of necesity under goal No. 27, tankers, oceangoing, 
in the aggregate amount of $8,115,000. In addition, a favorable recommenda- 
tien was made on an application for extension of time on a certificate issued 
in the previous year. 

No applications were received during the year on ore carrier construction 
under goal No. 113. 

At the end of the year goal No. 27 was 64 percent complete and goal No. 113 
63 percent complete. 

Two applications for certificates of necessity on the construction and installa- 
tion of shipbuilding facilities and equipment were referred to the Maritime 
Administration for advisory comment during the year by the Business and De- 
fense Services Administration, delegate agency for this type of construction. 

Authority.—Section 124A of the Internal Revenue Code, as added by sec- 
tion 216 of the Revenue Act of 1950, and implemented by Executive Order 
10480, as amended; Department of Commerce Order 128 (amended) dated 
February 13, 1953; and supplement 1 thereto, dated March 13, 1951. 





LOAN GUARANTIES 


No applications were received during the year for certificates of essentiality 
in support of loan guaranties under section 302 of the Defense Production Act 
of 1950. 

Authority.—Section 301 of Defense Production Act of 1950, as amended, 
implemented by Executive Order 10480, as amended; and regulation V of 
the Federal Reserve Board; Department of Commerce Order No. 128 
(amended), dated February 13, 1953 ; and supplement 1 thereto, dated March 
13, 1951. 

MOBILIZATION READINESS PROGRAM 


In cooperation with the Department of Defense, other Government agencies, 
and industry, the Maritime Administration continued to participate in a number 
of activities designed to provide and maintain an adequate mobilization base, 
including the following: 

Conduct of studies of critical facilities, tools, and components required for 
wartime shipbuilding; 

Agreement with the Department of the Navy on the wartime assignment of 
the Nation's existing commercial ship construction and repair facilities, as well 
as Government-owned shipyards, for the construction and repair of military and 
commercial-type ships ; 

Planning for the emergency reactivation of the four maritime reserve ship- 
yards and the construction of new yards. Preliminary estimates of the costs of 
alterations, reactivation, outfitting, construction, and reconstruction have been 
completed, and commercial operators have been selected for operation of the four 
reserve shipyards. Negotiations have been undertaken toward the execution of 
standby contracts with these operators to take effect upon declaration of emer- 
gency. Field surveys were completed during the year covering the Pacific, gulf, 
and south Atlantic coasts to locate potential future mobilization period shipyard 
sites. A number of studies are currently being conducted with respect to mobili- 
zation requirements and availability of ship components, such as turbines and 
gears, boilers, heat exchangers, motors, valves, and forgings. The Maritime 
Administration has requested the Office of Defense Mobilization to take early 
measures to make available certain funds required for premobilization shipyard 
rehabilitation, construction, and equipment. For the procurement of long lead- 
time equipment, including such items as large bending rolls, large presses, gantry 
cranes, and the like, $111 million has been requested, 
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Authority —Defense Production Act of 1950, Public Law 774, 8ist Con- 
gress; Executive Order 10480, as amended; Department of Commerce Order 
No. 128 (amended), dated February 13, 1953; supplement 1 thereto, dated 
March 13, 1951; and supplement 2 thereto, dated May 24, 1951. 


Cooperation with other Government agencies for the efficient utilization of port 
facilities 

The Maritime Administration continued to maintain liaison with port authori- 
ties and the shipping industry, and with various Government agencies through 
representation on interagency committees, on all matters affecting the efficient 
utilization of port facilities. Through representation on the Inter-Agency Com- 
mittee on Port Utilization, the Maritime Administration participated in the 
drafting of a plan for emergency control of port utilization. This plan has been 
approved by the Office of Defense Mobilization. 

On behalf of the several interested Federal agencies, the Maritime Administra- 
tion maintains on a current basis an inventory of United States port facilities 
und estimates of their capacities. 

Authority.—Section 8 of Merchant Marine Act, 1920; Defense Production 
Act of 1950, Public Law 774, Sist Congress; Executive Order 10480, as 
amended ; Department of Commerce Order No. 128 (amended), dated Febru- 
ary 13, 1953 ; and supplement 1 thereto, dated March 13, 1951. 


Use of Maritime Administration equipment 


The Maritime Administration has made available under revocable permit 
portions of its four reserve Government-owned shipyards to other Federal agen- 
cies, in many cases for use relating directly to defense activities. As an example, 
150 acres of land and 29 buildings, as well as other miscellaneous structures at 
the Maritime Vancouver Shipyard, Vancouver, Wash., have been turned over to 
the Department of the Air Force for use as a vehicle concentration center. 

At the request of the Office of Defense Mobilization, the Maritime Administra- 
tion continued to make available to national defense contractors and to defense- 
supporting industry critical machine tools and metalworking equipment from its 
four reserve shipyards. Most of these arrangements were made with prime 
contractors of the Department of Defense, many in the small business category. 

Authority—Defense Production Act of 1950, Public Law 774, 8lst Con- 
gress; Executive Order 10480, as amended ; Department of Commerce Order 
No. 128 (amended), dated February 13, 1953; and supplement 1 thereto, 
dated March 13, 1951. 
Participation in industrial procurement allocation planning 

The Maritime Administration continued to participate with other Government 
agencies and with industry in the development of a standby procurement pro- 
gram, under which manufacturers of critical materials, supplies and equipment, 
many of whom are properly classified as ‘small business,’ are given specific 
mobilization assignments in advance. 

During the past year this program was concentrated primarily on some 85 
critical ship and shipyard components such as turbogenerators, certain special- 
ized pumps, whirley cranes, and steam windlasses. The identification and 
evaluation of these bottleneck areas has been of substantial value in clarifying 
the problem of procurement planning for full mobilization. 

Authority.—Defense Production Act of 1950, Public Law 774, 81st Con- 
gress; Executive Order 10480, as amended; Defense Mobilization Order 
VIiI-7, dated August 25, 1954; Department of Commerce Order No. 128 


(amended), dated February 13, 1953; and supplement 1 thereto, dated 
March 13, 1951. 


Priorities and allocation 


As a claimant agency for ship-construction materials, the Maritime Adminis- 
tration cooperates with the Department of Defense in allocating critical mate- 
rials for defense shipbuilding under Maritime Administration cognizance under 
the defense materials plan (DMS). 

Authority.—Defense Production Act of 1950, Public Law 774, 81st Con- 
gress; Executive Order No. 10480, as amended; Department of Commerce 
Order No. 128 (amended), dated February 13, 1953; supplement 1 thereto, 
rsa March 13, 1951, and supplement 2, dated May 24, 1951; DMS Regula- 
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Determination of requirements for the allocation of merchant ships, the sched- 
uling of cargo movements, and the administration of priorities fer transpor- 
tation of cargo 

Under this program, the Maritime Administration's Office of National Shipping 
Authority continued to take appropriate action,to assure that privately owned 
United States flag ships would be utilized to a maximum extent, in keeping with 
the intent of Congress, for the transportation of Department of Defense and 
foreign-aid cargoes. During the past year, no foreign-aid cargoes were carried 
by Government-owned vessels, and only a limited number of such vessels were 
allocated to the military. Despite the cutback in the foreign-aid program, the 
Office of National Shipping Authority continued to assemble and analyze data 
on the requirements for ocean transportation from and to the United States and 
the supply of merchant shipping available to meet these requirements at fair 
and reasonable rates, maintaining liaison with other interested Government 
agencies such as the Foreign Operations Administration (now International 
Cooperation Administration), General Services Administration, Office of Defense 
Mobilization, and the Office of International Trade, Department of Commerce. 
In addition, constant liaison was required with foreign government representa- 
tives and with private American-flag operators. 

As of September 1, 1954, there were 25 Government-owned ships in operation 
for the Department of Defense. This number increased to 39 as of September 
1, 1955. The increase was due to the military need for additional ships to meet 
requirements for the transportation of supplies to the Arctic area. 

Authority —Defense Production Act of 1950, Public Law 774, Sist Con- 
gress; Executive Order 10219; Executive Order 10480, as amended; Depart- 
ment of Commerce Order No. 128 (amended), dated February 13, 1953; and 
supplement 1 thereto, dated March 13, 1951. 


Administration of the provisions of the voluntary tanker plan 

During the past year the movement of military petroleum cargoes was accom- 
plished without requiring the contribution of tanker capacity by private owners 
under the voluntary tanker pool plan. Meetings of the Tanker Requirements 
Committee have been continued, however, for the purpose of following the avail- 
ability of tankers required for defense purposes, thus in effect continuing the 
voluntary plan on a standby basis. 

Authority —Defense Production Act of 1950, Public Law 774, Sist Con- 
gress; Executive Order 10219; Executive Order 10480, as amended; Depart- 
ment of Commerce Order No. 128 (amended), dated February 13, 1953; and 
supplement 1 thereto, dated March 13, 1951. 


Grain storage program 

As of September 1, 1955, the Maritime Administration had made available 
372 ships for the storage of approximately 85 million bushels of grain. This 
represents an increase of 55 ships during the past year. 

Authority —Defense Production Act of 1950, Public Law 774, 8ist Con- 
gress; Executive Order 10219; Executive Order 10480, as amended ; Depart- 
ment of Commerce Order No. 128 (amended), dated February 13, 1953; and 
supplement 1 thereto, dated March 13, 1951. 


Shipbuilding programs 

Under the broad authority of the Defense Production Act, and implemented 
by other legislation and regulations, the Maritime Administration continued 
various shipbuilding projects during the past year, including the following: 

Completion of the construction of 35 Mariner cargo ships, 1 of which is now 
being converted to a Navy-type AKA; 

Construction of two refrigerated ships for Navy account, now substantially 
completed ; 

Construction started on 8 large tankers, 4 under Public Law 575 (Navy charter- 
and-build program), and 4 under Public Law 574 (MarAd trade-in-and-build 
program) ; 

Construction of seven vessels of miscellaneous types for Navy account was 
started during the year. 

Authority.—Defense Production Act of 1950, Public Law 774, 8ist Con- 
gress; Executive Order 10480, as amended; Department of Commerce Order 
No, 128 (amended), dated February 13, 1958; and supplement 1 thereto, 
dated March 13, 1951; Public Law 911, 8lst Congress; Public Law 488; 
82d Congress; Public Laws 574 and 575, 83d Congress; Public Law 458, 
83d Congress. 
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Organization changes 


During the period covered by this report, there were no changes in organiza- 
tion resulting from activities under the Defense Production Act of 1950, 


DereNse Ark TRANSPORTATION ADMINISTRATION’s (DATA) PROGRAM AND 
AUTHORITY 


During the past year, DATA’s program has been to further perfect the 
readiness of civil air transportation facilities for immediate conversion to 
the most effective wartime operation. Although the priorities and allocations 
authorities for the use of air transport facilities has not been actually exercised, 
DATA is maintaining a planned allocation of four-engine, long-range aircraft 
to a Civil Reserve Air Fleet periodically geared into current Department of De- 
fense plans. This standby allocation is also necessary for effective operational 
and logistical mobilization planning. 

From section 101 of the Defense Production Act, Executive Orders 10480 
and 10219, and Commerce Department Order No. 137, priorities and allocation 
authorities with regard to air transportation facilities are delegated to the 
Secretary of Commerce, and redelegated to DATA. DATA’s duties include: 

1. Assemble and analyze data on the requirements of civil air transporta- 
tion and of the Department of Defense for aircraft of the types used by 
civil air carriers. 

2. Formulate plans and programs and initiate action to meet these require- 
ments, including the transfer or assignment of aircraft of civil air carriers 
to the Department of Defense when required for such needs of the Armed 
Forces as are approved by the Director of ODM. 

3. Consult with the Chairman of the CAB on the redistribution of re- 
maining aircraft among civil air carriers to assure the maintenance of 
essential civil routes and services. 

4. Schedule the movement of traffic and administer priorities for civil 
air carrier transportation. 

5. Recommend to ODM on loans to private enterprise for expansion of 
air transportation facilities where such expansion is essential for the na- 
tional defense. 

Two other DATA activities not under the Defense Production Act but closely 
related to national defense are: (1) Accelerated tax amortization of air transport 
facilities under section 124A of the Internal Revenue Code, and (2) aviation 
war-risk insurance under Public Law 47, 82d Congress. 


ALLOCATION OF AIRCRAFT 


The current allocation of aircraft to military support is 317 4-engine aircraft, 
by registration number, for the Civil Reserve Air Fleet. This is 28 percent of the 
total present civil fleet capacity. A revised statement of CRAF requirements, 
based on the latest military war plans, has recently been received. The in- 
creases requested over the present CRAF airlift amount to approximately 30 
percent in 1956 and 55 percent in 1957-58. The revision in CRAF allocation 
is now in process. The relative contributions of air carriers will be made after 
reviewing the recommendations of DATA’s Allocations Advisory Committee on 
which all CRAF contributors are represented. 


CIVIL BESERVE AIR FLEET 


The CRAF logistics working group has recently revised operational and lo 
gistics support plans for the CRAF. These have been written as a Military Air 
Transport Service emergency war plan. Procedures have been developed for 
maintaining these plans on a continuing basis, adjusting them for changes in 
war plans, allocations of aircraft, and other factors. 

The group draws for expert technical advice upon over 300 individuals in the 
air transportation industry who have security clearance for this project, as well 
as representatives from Air Force Headquarters, Air Materiel Command, Mili- 
tary Air Transport Service, Civil Aeronautics Administration, Aeronautical 
Radio, Inc., Airlines Personnel Relations Conference, and DATA. 

Agreement has been reached between carrier representatives and the Air Force 
on the basic plans for standby airlift contracts whereby the CRAF can be em- 
ployed when needed, without confusion, loss of efficiency, or financial difficulties. 
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DATA participates in the working group in this phase of the CRAF program, 
and during the past year the CRAF Standby Contract Drafting Committee has 
accomplished a great deal in many weeks of sessions. 

In order to continue with current CRAF planning, and in order to operate 
the CRAF immediately and efficiently upon the outbreak of war, it is necessary 
that operations boards, composed basically of airline representatives, be or- 
ganized. A DATA representative is chairman of the Operations Boards Agree- 
ment Drafting Committee to produce a basic document which will then be sub- 
mitted for approval to the Department of Justice for antitrust purposes, and to 
the CAB for approval of carrier agreements. 


WAR AIR SERVICE PATTERN 


Authority has been delegated to the Chairman of the Civil Aeronautics Board 
to reallocate aircraft between civil operators on a war air service pattern for 
the most effective use of air transportation for national-defense purposes. The 
Chairman of the CAB created an industry advisory committee with several task 
groups to work on the various problems in this field. One of the task 
groups, chaired by a DATA representative, has produced a report on minimum 
civil requirements for United States air transportation in time of war, which 
has been submitted to the Chairman of the CAB; he has in turn circulated it 
to various Government and industry representatives for comment and criticism 
before taking action on it. 


AIR PRIORITIES 


Under a written agreement between the Secretaries of Commerce and Defense, 
there is an Air Priorities Board, with the Administrator of DATA representing 
the Secretary of Commerce, This Board has been created to determine policies 
required for the operation of a single worldwide air priorities system con- 
trolling traffic on United States military and civil transport type aircraft in the 
event of war. 

The standby organization which would administer the policies of the Air 
Priorities Board has not yet been formalized, and remains a major item of un- 
finished business. 

An interim organization, with airline experts designated by name and phone 
number, has been established among domestic airlines to administer the air 
priorities system pending the creation of a standby Department of Defense or- 
ganization, in order that under emergency conditions the most essential and 
urgent traffic, military and civil, and civil defense, will move first. 


GENERAL AVIATION 


To help in meeting civil defense emergency requirements, a National 
Emergency Defense Airlift (NEDA) plan has been prepared to use approximately 
800 corporate and privately owned aircraft of transport type which may be 
directed through the airline communications networks and the air priorities 
control system. DATA, in conjunction with FCDA, is developing methods for 
detailed implementation of this plan to assure its effectiveness in the event 
of mobilization. 


MANPOWER 


The DATA manpower working group has completed a comprehensive survey of 
manpower requirements by skilled categories for both the CRAF and WASP, 
and has tabulated the deficits by categories both for flight and ground person- 
nel. This is in addition to detailed manpower work performed by the man- 
power technical advisory groups of the CRAF logistics working group. 


TAX AMORTIZATION AND DEFENSE LOANS 


During the period of September 31, 1954, to September 31, 1955, necessity 
certificates were issued, on DATA’s recommendation, covering 8 transport air- 
craft and related spares in the amount of $12,500,000 at 80 percent. As an 
explanation for the small number of aircraft certificated, it should be noted 
that the interim ODM-approved goal was filled as of November 1954. Since 
that time, additional applications have been filed with ODM covering 266 air- 
craft, in the amount of $402 million. 
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There were no applications for defense loans under section 302 of the Defense 
Production Act. 


AVIATION WAR-RISK INSURANCE 


An interim binder program, whereby war-risk coverage would automatically 
attach upon an outbreak of war, was proposed by DATA, but the necessary 
approval of a war-risk revolving-fund budget under Public Law 47 was not 
granted. 


SMALL BUSINESS 


Small business is included and given equal treatment in all DATA pro- 
grams. These programs are concerned with the entire air transportation in- 
dustry, including large and small certificated carriers, noncertificated carriers, 
and corporate and private aircraft. Representatives of all air carriers are con- 
sulted and are designated members of advisory committees if their aircraft and 
services are included in these programs. 


BurEAv oF Pustic Roaps 


PROGRAMS CONDUCTED UNDER AUTHORITY OF THE DEFENSE PRODUCTION ACT AS IMPLE- 
MENTED BY EXECUTIVE ORDERS, DEPARTMENTAL ORDERS, DELEGATIONS, ETC. 


The Bureau of Public Roads acts as a supply and requirement agency for the 
Office of Defense Mobilization in regard to highway and bridge construction and 
maintenance, including urban streets, regardless of financing. 

The Bureau of Public Roads, under the authority of the Federal Highway 
Act of 1921 as amended, continues to perform a large amount of work that is 
also requested under Defense Mobilization Order VI-2. This work includes 
the development of the Interstate Highway System as a transportation route for 
defense purposes, the development of routes around and through cities and 
industrial areas, and the provision of access roads to military and defense 
material production installations. 

In addition, the Bureau of Public Roads cooperates with other Federal agen- 
cies in establishing plans for emergency direction of transportation, the control 
of highway radio communications under emergency conditions, the restoration of 
highway transportation facilities destroyed by enemy attack, and other such 
plans. The Bureau of Public Roads, in its cooperative work with State, county, 
and city officials assists in developing plans for action by the local highway 
authorities under emergency conditions and assists in the development of plans 
for directing such work through radio communication. The Bureau of Public 
Roads is also keeping its information on material and manpower usage in the 
highway industry current and available for use by the Office of Defense Mobiliza- 
tion in an emergency or in the preparation of plans for emergencies. 


The authority for such programs 


The Bureau of Public Roads derives its power for this work under Executive 
Order 10480, Defense Mobilization Order VII-5, Department of Commerce Order 
128 (amended), Supplement 2 to Department of Commerce Order 128 (amended), 
and the Federal Highway Act of 1921, as amended. 


A summery on the effectiveness of the programs 

At the present time through the cooperative efforts of the Bureau of Public 
Roads, radio facilities are established in 40 State highway departments, 130 
counties, and 60 other local authorities. These are available for use during 
civil defense emergency periods. Planning is being accomplished for emergency 
highway restoration. Highway industry material and manpower use data 
are available. The most important defense transportation routes are being 
improved insofar as available funds will permit. 


A statement on the current need for the programs 


The need for the program, insofar as the Bureau of Public Roads is concerned, 
centers in the planning being accomplished for work in future emergencies 
and in the improvement being accomplished in the transportation system and 
in the communication media necessary for emergency highway repair and 
restoration. 
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A statement of action taken as a result of any recommendation of the Joint Com- 
mittee on Defense Production 
No recommendations concerning the Bureau of Public Roads were made during 
the past year. 


Major problems in carrying out responsibilities under the Defense Production Act 
Act 


The major problem confronting the Bureau of Public Roads is the rebuilding 
of the Interstate Highway System and its urban connections to standards that 
are adequate for the highway transportation needs of this Nation in an extended 
period of full mobilization and, at the same time, adequate for the evacuation 
of our major urban centers if such evacuation is necessary. 

A second and most important problem is the preparation and planning that 
must be accomplished in order that the Bureau of Public Roads can effectively 
carry out its responsibilities in connection with the restoration of transporta- 
tion facilities damaged or destroyed by an enemy attack. 


Summary of any standby programs for any future emergency 

As stated previously, the Bureau of Public Roads maintains as a part of its 
regular operations the information and data necessary to perform its function 
as a claimant agency. 


Changes in organization during the past year 
None. 


Future objectives 

To continue to keep currently informed as to defense transportation needs, to 
encourage the rehabilitation of the interstate and Federal-aid highway systems, 
and to continue the programs outlined in first topic. 


CIVIL AERONAUTICS BOARD 
AIRCRAFT CLAIMANT ACTIVITIES 


Legal basis 

The Chairman of the Civil Aeronautics Board received his authority to act 
during rationing as claimant for the airlines with respect to new aircraft and 
concurrent spares from the Secretary of Commerce, who delegated the power in 
Department Order 128, supplement 2, section 2.013 (issued June 25, 1951, 
effective May 24, 1951). 

The authority had its origin in the general powers granted to the President by 
the Defense Production Act. The Defense Production Administration was set 
up, under the authority of the act, as the coordinating body-with respect to 
national defense. As part of its defense program, the Secretary of Commerce 
was designated by DPA Order 1 (May 24, 1951), as claimant for the airlines 
industry to present requirements for new equipment to the Defense Production 
Administration. Utilizing the right granted in Executive Order 10219 to employ 
the services of the CAB in performing his emergency functions, the Secretary 
then designated the Chairman of the CAB as claimant, authorizing the Chair- 
man to redelegate the duty if he desired. 

The delegation to the Chairman is considered still effective, although no 
subsequent designation of him as claimant has been made by the Secretary since 
Executive Order 10480 (August 18, 1953), transferred emergency powers over 
air transportation to the Office of Defense Mobilization, which again designated 
the Secretary of Commerce as claimant (Defense Mobilization Order VII-5, 
October 8, 1953). 


Summary of activities 

Under the Government procedures established for the allocation of critical 
raw materials following the initiation of the Korean action, the Chairman of the 
Civil Aeronautics Board was designated claimant agent for new transport air- 
eraft for United States carriers. 

In establishing procedures for carrying out this responsibility, a policy was 
adopted supporting airline requests for priority assistance for all new aircraft 
which could be economically absorbed and were necessary for maintaining a civil 
air transport system capable of meeting defense activities and mobilization com- 
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mitment. This policy was also adopted by the Air Coordinating Committee aud 
is supported by the military in view of the need for such aircraft to serve as a 
first-line reserve in the event of all-out war. This basic policy has resulted in 
military ratings for carrier aircraft and replacement parts. 

When materials were in short supply, the following procedures were followed : 

Data from the carriers and manufacturers pertaining to aircraft on order 
were secured by the Board’s staff and compared with estimates of future 
capacity demands. A screened program was presented to the Air Coordinating 
Committee, which supported the approved program in discussion with the 
Defense Production Administration and National Production Authority on the 
basis of staff analyses of industry requirements. 

The Board's staff participated actively in the work of the National Production 
Authority Aircraft Industry Division and various Defense Production Adminis- 
tration groups following adoption of approved programs by the Air Coordinating 
Committee, assisting in prosecution of appeals from cutbacks or proposed 
reductions in materials allocations, and acting as an informational source and 
” an Mer capacity on all matters relating to carriers’ orders for new 
aircraft. 

With the termination of the Korean war and the easing of the material supply 
situation, the proposal of the Board’s representative on the ACC Aircraft 
Claimant Committee to put the program on a standby basis was adopted. Under 
the present procedures, a quarterly program is developed by the secretary of 
the Claimant Division for circulation to all members for notation approval or 
disapproval. Disapproval requires the calling of a meeting. No meetings have 
been called. By this methodology the Board is relieved of the necessity for 
presenting an economic justification for these aircraft and retains its rights 
to demand a meeting in the event it objects to any proposed allocation or feels 
the necessity to reactivate the program. Under the reorganization plan of the 
ACC, the Aircraft Claimant Division is to become a section within the Economic 
Division. 

WAR AIR SERVICE PATTERN 
Legal basis 


The power of the Chairman of the Civil Aeronautics Board to establish the war 
air service pattern and redistribute airlift among air carriers during emer- 
gencies is derived from Commerce Department Order 139 of March 26, 1952, 
by which the Secretary of Commerce delegated to the Chairman authority to— 

formulate plans and programs for, initiate actions for, and carry out such 
distribution and redistribution of civil aircraft among the civil air carriers 
as may be necessary to assure the maintenance of essential routes and 
services. * * * 

The power to exercise this authority was originally granted to the President 
by section 101 (a) of the Defense Production Act; the President delegated his 
authority by Executive Order 10200 to the Defense Production Administrator 
(DPA) who in turn subdelegated the authority to the Secretary of Commerce by 
Defense Production Administration Delegation I, as amended, November 2, 1951. 

The delegation to the Chairman is regarded as still effective, although no 
subsequent delegation to him bas been made by the Secretary of Commerce since 
Executive Order 10480 (August 18, 1953) transferred the emergency powers 
over air transportation to the Director, Office of Defense Mobilization, and De- 
fense Mobilization Order 1-7 redelegated the powers to the Secretary of Com- 
merce, September 4, 1953. 

As the Chairman is to “Assure the maintenance of essential routes and serv- 
ices,” he would appear to have the authority, to determine which are essential 
routes and services and the number of planes and the flying schedules necessary 
to maintain them. To carry out his duties, he may require one airline to 
lease its planes with or without crews to another airline. It is doubtful, how- 
ever, whether he can require the making of a contract for the operation by one 
carrier of all or part of another carrier’s routes, as this would effect a redistribu- 
tion of routes not aircraft. 


Summary of activities 


In the event of war involving the United States, the chief function of the 
Civil Aeronautics Board would be the maintenance of air-transport routes and 
services essential to the defense effort. These would be primarily determined 
by the movement of the priority traffic and would constitute the routes and 
services commonly referred to as the war air service pattern or WASP. 
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As an aid in the discharge of these responsibilities, the Board would be fur- 
nished by the Air Priorities Board with continuous data on priority traffic flows 
and demands and plan such future strategic actions likely to affect the charac- 
ter and location of these demands. Under existing laws and delegations, the 
Chairman would also have the power to establish the war air service pattern, 
including the assignment of an airlift quota to each carrier and, if necessary, to 
require the establishment and operation of specific schedules needed to serve 
prierity requirements. He would also have the further power in cooperation 
with the Defense Air Transport Administrator to redistribute airlift between 
carriers as necessitated by the lift requirements of such war air service pattern. 

The priority traffic demands may necessitate shifts in airlift requirements 
between segments and between carriers. This dislocation will be further ag- 
gravated by the fact that aircraft assigned to direct military operations support 
through the Civil Reserve Air Fleet (CRAF) cannot be taken on any propor- 
tionate basis which would have an equal effect on the lift capacity of each 
carrier. 

To develop adequate plans for the exercise of these powers and to create a 
Government-industry cooperative team for effectively implementing them, the 
Board in December 1953 established an Industry Advisory Committee on Avia- 
tion Mobilization under the chairmanship of Mr. Fitzgerald, Director of the 
Bureau of Air Operations, and vice chairmanship of Mr. Ireland, vice president 
of United Air Lines and former Defense Air Transport Administrator and 
Director of Priorities in World War II. This committee is broadly representa- 
tive of all phases of the industry and the members are appointed by the Chair- 
man, with the concurrence of the Board, on the basis of their individual knowl- 
edge rather than as representatives of particular companies and agencies. The 
Government interests are represented on the Committee by the Defense Air 
Transport Administration, the Director of Transportation and Communications, 
Department of Defense, who will constitute the Air Priorities Board under pres- 
ent planning in event of war. 

The Committee, through its task forces, has been concentrating on the follow- 
ing initial problems: 

1. A development of an estimate of wartime air-transport requirements as a 
planning tool not only for the use of the Board but also for use of the Defense 
Air Transport Administration and ODM in evaluating civilian versus military 
need for airlift in connection with requests for increased allocation to CRAF. 

2. The determination of the method of allocation of airlift between carriers 
to implement the war air service pattern, including the assurance of provision 
of adequate personnel and maintenance facilities. 

3. Development of financial and legal machinery for transfer of airlift be- 
tween carriers under the war. air service pattern. 


DEPARTMENT OF THE INTERIOR 


Unrrep STatres DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., October 6, 1955. 
Hon. PAut Brown, 
Chairman, Joint Committee on Defense Production, 
Congress of the United States, Washington 25, D. C. 


My Dear Mr. Brown: Transmitted herewith are summary reports of defense 
activities of agencies and offices of the Department of the Interior during the 
last year, for inclusion in the Fifth Annual Report of the Joint Committee on 
Defense Production to the Congress. 

These reports include one from each of the following: Office of the Assistant 
Secretary—Water and Power Development (electric power), Office of Oil and 
Gas (petrolenm and gas), Office of Minerals Mobilization (metals and minerals, 
except domestic minerals exploration, and solid fuels), and Defense Minerals 
Exploration Administration. 

In addition to defense mobilization responsibilities in the above-indicated 
areas, this Department has certain responsibilities by delegation from the Secre- 
tary of Agriculture, with respect to the production of fishery commodities or 
products. To the extent that defense mobilization activities have been appli- 
cable to, and necessary in, this area, the functions have been performed by the 
Fish and Wildlife Service. Data on the supply of fishery products and on the 
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productive capability of fishing grounds, fleets, and processing plants are assem- 
bled as part of the regular statistical operations of the Branch of Commercial 
Fisheries, Fish and Wildlife Service. 

Additional information concerning these several programs appears in Progress 
Report No. 31 of the Joint Committee on Defense Production, the printed record 
of the hearings before the committee on June 9, 1955, devoted to activities of this 
Department under the Defense Production Act. We were very pleased to have 
that opportunity to review for the committee our defense mobilization functions, 
programs, progress, and problems. 

During the hearing on June 9, 1955, members of the committee again expressed 
interest in the status of the United States Tin Corporation project in Alaska, 
the subject of previous hearings and investigation by the committee, and made 
inquiry concerning this Department’s action on the committee’s earlier recom- 
mendations and request for report on the matter. Since that time, Mr. C. O. 
Mittendorf, Administrator of the Defense Minerals Exploration Administration, 
has sent to you a supplemental report, under date of September 27, 1955, on 
completion of the defense minerals exploration project of the United States Tin 
Corporation. 

The committee's findings and recommendations concerning other aspects of the 
United States Tin Corporation project, dealing with matters other than the 
DMEA exploration contract, have been given very careful consideration by the 
Solicitor’s Office and, subsequently, by other officials of the Department. This 


review is nearly completed, and you may expect a report on our conclusions in 
the very near future. 


Sincerely yours, 


Doveitas McKay, 
Secretary of the Interior. 


DEFENSE ELectric Power, OFFICE OF ASSISTANT SECRETARY, WATER AND POWER 
DEVELOPMENT 


Fred G. Aandahl, Assistant Secretary 


This report covers the operations of the defense electric power program, Office 
of the Assistant Secretary for Water and Power Development, Department of the 
Interior, for the period October 1, 1954, the date of the last annual report to the 
Joint Committee on Defense Production, through September 30, 1955. 


Activities in the defense electric power field can be summarized as follows: 

General supervision of electric power supply expansion (including the genera- 
tion, transmission, distribution, and utilization thereof) to assure an adequate 
power supply for the Nation under partial and full mobilization conditions. In 
detail they include, among others, assembling and evaluating data as to the 
production capacity of electric utilities and the supplying of electric power under 
mobilization conditions; serving as an allotting agency and providing recom- 
mendations as to scheduling and expediting, to assure delivery of materials and 
equipment to the electric power industry for the power expansion program to 
provide power to Atomic Energy Commission installations ; recommending estab- 
lishment or modification of expansion goals, and screening and making recom- 
mendations to the Office of Defense Mobilization on requests for accelerated tax 
amortization for electric power facilities under expansion goals established by 
the Office of Defense Mobilization ; and conducting various activities concerned 
with departmental and electric power industrial functions in the event of an 
emergency to insure a continuity of essential electric power. 


AUTHORITY 


The administration of functions dealing with electric power is vested in the 
Secretary of the Interior under the Defense Production Act of 1950, as amended ; 
Executive Order 10480 of August 15, 1958, as amended; and Office of Defense 
Mobilization Orders I-13 of November 12, 1954, DMO I-7, and DMO VII-5. 


POWER SUPPLY 


The year-end peak capabilities, peak loads, and reserve margins for the Nation 
as a whole are shown in table I, and graphically in exhibit A. Figures for the 
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years 1949 through 1954 are actual, while those for the years 1955 through 1958 
are as presently scheduled and planned. The capabilities reflect existing con- 
struction schedules and present plans of individual power systems for bringing 
new power projects into commercial operation. Present scheduling and planning 
indicate that there will be brought into service 13.0 million kilowatts in 1955, 
8.0 million kilowatts in 1956, 7.7 million kilowatts in 1957, and 11.0 million kilo- 
watts in 1958. Scheduling for the years 1957 and 1958 is incomplete. With 
incentive through rapid tax amortization, additional installations can be antici- 
pated. Without this incentive, it can be anticipated that the installation of many 
units will be slipped to later years and the peak capabilities as shown in table I 
and exhibit A will not be attained. 

The year-end peak capabilities for the Nation as a whole for the years 1955 
through 1958 are based upon median hydro conditions. For adverse hydro condi- 
tions the reserve margins above estimated peak loads are less. Table II sum- 
marizes the nationwide reserve in terms of percentages of capacity in reserve 
above the estimated peak loads under adverse hydro conditions, as reported by 
the Federal Power Commission, the Edison Electric Institute, and the Defense 
electric power staff. The differences are due to the date of reporting and the 
units included. The Federal Power Commission include as of June 30, 1955, all 
units definitely scheduled as reported by the utilities. The Edison BPlectric Insti- 
tute include as of April 15, 1955, all units both definitely scheduled and tenta- 
tively planned (orders for equipment may or may not have been placed) as 
reported by the utilities. The Defense electric power staff include as of Septem- 
ber 1, 1955 all units definitely scheduled and tentatively planned including infor- 
mation from recent rapid tax-amortization applications. 

The statistics for nationwide capability, loads, and reserves in table I and 
exhibit A, do not point up the regions below national average and therefore 
do not reflect conditions on a regional basis, particularly indicating areas of 
lowest reserves. Exhibit B shows graphically the peak capabilities, peak loads 
and reserve margins for each of the regions I to VIII for both median and 
adverse hydro conditions for the years 1954 through 1958. Table LiI sum- 
marizes the regional reserves in terms of percentages of capacity in reserve 
above the estimated peak loads for both median and adverse hydro conditions. 
The situations shown are for year-end conditions except for region V, which 
is for summer conditions as this is the time of its regional peak load due to air 
conditioning. 

In other regions, particularly in the South and Southwest, the expanding use 
of air conditioning is causing summer loads that are closely approaching winter 
peaks. On some systems within these regions the summer loads already exceed 
the winter loads, although the effect is not as yet sufficient to change the regional 
peak from winter to summer. This general change in the characteristics of 
summer loads in many areas is creating additional problems with maintenance 
programs. Summer peaks are governed by weather conditions and cannot be 
closely predicted as in the case of winter peaks. Summer peaks may occur fre- 
quently throughout the summer months, making it difficult to schedule and carry 
out maintenance work. This situation is resulting in the need for larger reserve 
margins in some areas to assure the availability of adequate generating capacity 
to meet the more frequent peaks now cccurring throughout the year. 

Referring again to table II, it should be pointed out that the figures for the 
country as a whole under adverse hydro conditions have no special significance, 
as experience has shown that in the United States severe droughts are not usually 
experienced countrywide but are confined to limited areas. On a regional basis, 
adverse hydro conditions (see table III) have little effect on capability in regions 
I, II, IV, V, and VI. Assuming adverse hydro conditions should exist in region 
III, the estimated loss in December peak capabilities would be less than 2 percent 
in 1955 and in the following years through 1958 the percentage loss would 
diminish. In the event of shortage of power in region III, additional power is 
available through transmission ties to regions II and IV on the north and V on 
the west. For region VII (Pacific Northwest), it is estimated that adverse 
hydro conditions would cause a decrease in the December capability of approxi- 
mately 950,000 kilowatts in 1955 to 1,270,000 kilowatts in 1958. . This represents 
losses varying from approximately 10.3 to 11 percent. As indicated in table 
III and exhibit B, this would lower the capability in 1955 to just equal to the 
load, but in 1956 there would result 1 percent reserve, in 1957, 1.4 percent, and 
in 1958, 13.7 percent. As region VII capabilities are predominantly hydro rather 
than steam, the region needs considerably less in reserve capability than other 
regions. A reserve capability of 4 percent in region VII should be as adequate 
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as a 10-percent reserve capability in region II where the capability is almost 
entirely from steam generation. In region VII there is also a considerable 
amount of contractually interruptible load. It is estimated that all non- 
interruptible loads can be carried without curtailment and most of the inter- 
ruptible loads in 1955 through 1957. The capabilities and reserves for 1958 
presently appear to be adequate. In region VIII, adverse hydro conditions 
would cause a decrease in estimated December peak capability ranging from 
2.5 percent in 1955 to 3.3 percent in 1958. Estimated reserve margins, however, 
are adequate to accommodate such conditions should this be encountered. 


AEC-RELATED POWER PROJECTS 


The Office of the Assistant Secretary, Water and Power Development, is also 
the allotting agency for atomic-energy related projects, familiarly known as 
E-5-rated projects. This program provides allotments and priority assistance 
on materials and equipment for construction of facilities to furnish interim, 
firm, and backup power to Atomic Energy Commission installations. It consists 
of 52 projects, containing 89 units with nameplate ratings totaling 10,721,000 
kilowatts. These were designated as essential to supply power to Atomic Energy 
Commission installations. Allotments of steel, copper, and aluminum on quar- 
terly bases are issued as required for each project. Assistance is given through 
expediting shipments of materials and scheduling deliveries of equipment. 

Since the program started in 1953, a total of 8,738,000 kilowatts have been 
placed in service as of September 1, 1955. The program is presently 285,000 
kilowatts behind the original schedule which was set up in November 1952. The 
greatest slippage was 2,319,000 kilowatts in May 1954, and large slippages con- 
tinued through October 1954, at which time it amounted to 2,266,000 kilowatts. 
Subsequently the slippages have gradually decreased, and the program is pres- 
ently almost back to the original schedule. Exhibit C shows graphically the 
kilowatts as originally scheduled to be in service, the kilowatts as actually 
brought into service, and present schedule for completion of the program. The 
delay in the program was due principally to slippages in some turbine deliveries, 
as reported to your committee in our previous reports. The delay in the pro- 
gram resulted in the Atomic Energy Commission purchasing interim power from 
whatever sources available at higher costs than would have been necessary if 
the E—5-rated units had been brought into service as originally scheduled. Under 
present planning, the program will be completed by June 1956 with total installa- 
tion of 10,721,000 kilowatts. 


EXPANSION GOALS 


The Electric Power Goal No. 55, as revised and issued on August 26, 1952, 
called for the installation of 41 million kilowatts of new generating capacity in 
class I utility systems or a total of 116 million kilowatts by the end of 1955 
and 1 million kilowatts for certain defense-related projects in 1956. Present 
indications are that the total installed capacity by the end of 1955 will slightly 
exceed 116 million kilowatts. 

On December 3, 1953, the Office of Defense Mobilization by its order VII-6 
temporarily placed the electric-power goal on the suspended list. 

On July 29, 1954, the Acting Secretary of the Interior recommended to the 
Office of Defense Mobilization that the goal be closed, with certain minor excep- 
tions. This recommendation was made in response to a request by ODM for 
a reexamination of the power situation. Under the then-assumed circumstances 
of partial mobilization, it was considered that reserve margins were sufficient 
to meet the needs in all regions, with the possible exception of the Pacific 
Northwest. 

Present estimates now indicate that the reserve capacity, assuming the same 
conditions and circumstances as above, will for the years 1955 through 1958 be 
in excess of 20 percent, which is considered more than adequate under partial 
mobilization conditions. 

However, during conferences in March and early April of this year between 
officials of ODM and Interior, agreement was reached that planning should be 
premised on, not partial but full mobilization, which would then be in accord 
with other defense-planning agencies. 

Accordingly, on April 15 ODM by its order VII-6, amendment 11, transferred 
goal 55, electric power, from the suspended to the open goal. This amendment 
also enlarged and extended the goal to 150 million kilowatts by the end of 1958. 
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This represents an increase of approximately 34 million kilowatts over the 
expected capacity additions planned to be installed by the end of this year. 

On August 11, 1955, goal 55, electric power, along with 37 other goals, was 
placed on the suspended list by Defense Mobilization order VII-6, supplement 1, 
pending review to determine whether adequate productive capacity exists to 
meet defense mobilization needs. 

The Office of Defense Mobilization by its order DMO VII-6, supplement 3, 
dated September 29, 1955, placed goal 55, electric power, on the open list. Ap- 
plications for necessity certificates under the electric-power goal must be filed 
at the Office of Defense Mobilization by the close of business December 31, 1955, 
to be eligible for consideration. 

Expansion goal No. 225, for power facilities for military, atomic energy, and 
defense-related needs, was established by Defense Mobilization Order VII-6, 
amendment 9, dated March 17, 1955. This goal covers the following facilities 
for which there is an existing or prospective shortage to supply power required 
by the military services, Atomic Energy Commission, or a defense-related indus- 
try: 

(a) Interconnections between power generating facilities; and 

(b>) Transmission lines between a generating facility and the point of 
consumption required by a military service, Atomic Energy Commission, or 
defense-related industries. 

This goal was established primarily to clear up the backlog of defense-related 
transmission projects which accumulated while goal 55 was on the suspended list. 

Through August 31, 1955, under the original and amended goal No. 55 and 
goal 225, applications for certificates of necessity for rapid tax amortization have 
been received for 1,086 electric utility projects and 46 industrial powerplants. 
Of these 791 utility plants and 43 industrial powerplants were recommended 
for approval. The certificates of necessity approved by ODM are related to an 
increase in the Nation’s electric power capacity of 24,328,455 kilowatts from 
electric utility systems and 777,000 kilowatts from industrial powerplants. 


COOPERATIVE ACTIVITIES 


The defense electric power functions also include cooperative activities with 
other governmental agencies. Some of these activities are— 

(a) Reports to the Office of Defense Mobilization on status of goals; 
capabilities and loads: and special studies ; 

(b) Conferring with Federal Power Commission as to capabilities and 
loads and nationwide maps of utility systems; 

(c) Reporting to Atomic Energy Commission as to status of the E-5 
rated program and conferring with respect to rating of projects and expedit- 
ing of materials; 

(@) Conferring with Business and Defense Services Administration, De- 
partment of Commerce, relative to ratings, scheduling of equipment, and 
issuance of directives; 

(e) Conferring with the Geological Survey of the Department of the 
Interior with respect to mapping: and 

(f) Contacts with public utilities in formulating defense plans. 


FUTURE PLANNING 


In addition to activities outlined above, plans are being formulated for the 
activation of a Defense Electric Power Agency at a relocation center in the 
event of an emergency and the formation of field organizations that can be 
activated in the event of war in order to assure a continuation of essential 
electric power supply. Maps and operating information as to individual electric 
systems are being accumulated for use in such an emergency. 


PERSON NEL 


This defense electric work is handled for the most part by three full-time 
employees. When the workload rises sharply, as it has occasionally over the 
past 2 years, the Department’s technical review staff provides additional per- 
sonnel on a temporary basis. Industry consultants have also been called upon 
to assist. Consultants have been used for the most part to work on studies 
requiring specialized knowledge in power matters in particular areas of the 
country. 
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TABLE I.—Total United States December mavimum peak capabilities, peak loads 
and margin of reserves 
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The Federal Power Commission and the Department of the Interior have 
concurred in the estimated capability figures as shown above. Department of 
the Interior’s capability figures include both scheduled and planned units, whereas 
Federal Power Commission’s capacity figures include only firm scheduled units 
based on adverse water conditions. 





TABLE II.—Nationwide reserves (percent of loads) for adverse hydro during 
December peaks 





Federal Power | Edison Elec- | Defense Elec- 
| Commission trie Institute tric Power 
| as of June 30, | as of Apr. 15, |staffasofSept.1, 
1955 1955 1955 


End of year 


1955_. 18. 9 | 19.0 
Ee ee iS ee 18. 9.3 | 19.9 
1957 SEE RRS © RS SO Se a 16. ; 8. 19. 4 
1958... 12. 1] 21.6 


Note.—See par. 2 under Power Supply. 


TABLE III,—Regional reserves as percentage of loads 


[December peaks shown for all regions except V which is for summer conditions] 
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1 The large increase in reserves for the year 1958 is due to the scheduled and planned installation of 1,823,500 
kilowatts in that year versus installation of 876,300 kilowatts in 1955, 687,500 kilowatts in 1956, and 689,700 
kilowatts in 1957. 


The scheduled and planned installations for 1958 are: 
Idaho Power Co., thermal, 3 units 
Idaho Power Co., hydro, Brownlee No. 1 103, 100 
Idaho Power Co., hydro, Oxbow No. 4 43, 400 
Pacific Power & Light Co., hydro, Swift River Nos. 1, 2, 3, 4 264, 000 
Pacific Power & Light Co., thermal, 1 unit 100, 000 
Portland General Electric, thermal, 1 unit 
Portland General Electric, hydro, 3 units 
Tacoma, Wash., hydro, Mayfield Nos. 1, 2, 3 
U. S. Corps of Engineers, hydro, Chief Joseph Nos. 13, 14, 15, 16 
U. S. Corps of Engineers, hydro, Dalles Nos, 3, 4, 5, 6 
Utah Power & Light Co., thermal, 1 unit. 


Total 
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DEPARTMENT OF THE INTERIOR 


OFFICE OF ASST. SECY. FOR WATER & POWER 
AUGUST 1955 
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DEPARTMENT OF THE INTERIOR 
OFFICE OF ASST. SECY. FOR WATER & POWER 
| E-5 RATED ELECTRIC GENERATING UNITS FOR 
ELECTRIC POWER TO ATOMIC ENERGY COMMISSION INSTALLATIONS . 
SCHEDULED & ACTUAL INSTALLATIONS 
BASED ON NAMEPLATE RATINGS — 
AUGUST 1955 
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OrFice or Ort AND Gas‘ 


The demand for petroleum reached a new high of 8,100,000 barrels daily aver- 
age in 1954 and a peak seasonal demand of 9,600,000 barrels daily average in 
December. This record was made in spite of the slackening in military demand 
following the truce in Korea and the slight industrial recession in 1954. 

This country’s economy is geared to an ample supply of petroleum, and demand 
will continue to grow. Growth in demand for petroleum in friendly foreign 
nations has been even more spectacular—five times as great as our own growth 
in 1954. 

Natural gas sales reached an all-time high in 1954, and further expansion of 
transmission facilities can be expected to increase sales of gas. 


INDUSTRIAL DEFENSE EXPANSION GOALS 


To make sure that adequate supplies of petroleum and gas were available to 
meet the mobilization objectives, industrial expansion goals were established for 
various segments of the industries, and the incentive of accelerated tax amorti- 
zation was available and utilized upon application to the Office of Defense 
Mobilization. 

During the last half of the year covered by this report the Office of Oil and 
Gas and the Office of Defense Mobilization made several reviews of the progress 
toward attainment of expansion goals previously established and the essentiality 
of continuation of accelerated tax amortization as an incentive for continued 
expansion. As a result of these reviews, this Office made recommendations to 
ODM with respect to the several petroleum and gas expansion goals. ‘These 
were considered by ODM in connection with a broad study of all mobilization- 
expansion goals and the use of rapid tax amortization. 

This Office reached the conclusion, shared by ODM, that at this stage of the 
mobilization-expansion program the accelerated tax amortization incentive is 
not stimulating facility expansion beyond normal growth requirements in the 
petroleum and gas industries. There were certain exceptions, notably in the 
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1In standardizing Department nomenclature the Oil and Gas Division was redesignated 
as the Office of Oil and Gas. This change was effective April 6, 1955, 
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alkylate program for high octane aviation gasoline, the basic refining program, 
and pipeline and storage programs directly related to military or ABDC 
installations. 

These conclusions were reflected in the ODM’s issuance of Defense Mobiliza- 
tion Order VII-6, supplement 3, on September 29, 1955, which covered not only 
petroleum and gas goals, but also all others. This order closed some goals and 
kept others open. In brief, the closing of a goal makes facilities of the type 
previously covered by the goal thereafter ineligible for consideration for acceler- 
ated tax amortization. Several goals which had been placed in the suspended 
category by Defense Mobilization Order VII-6, supplement 1, on August 11, 1955, 
pending further study, were transferred to either the “open” or the “closed” list. 

Among the expansion goals which were closed by the Defense Mobilization 
Order of September 29, 1955, were the following petroleum and gas goals: No. 
65-c—natural gas liquids; No. 65-d—petroleum pipelines; No. 65-e—petroleum 
storage; and No. 17i—zas utilities industry pipelines. At the same time, the 
order established a new goal designated as No. 226, oil and gas pipelines and 
petroleum storage facilities (specific defense programs). This new goal applies 
to (a) oil and gas pipelines running directly to military installations or AEC 
projects, and (b) petroleum storage facilities erected solely for military use. 
In effect, this means that facilities of this type can continue to be considered 
for accelerated tax amortization. 

The order left open and increased expansion goal No. 207—alkylate, and ex- 
pansion goal No. 65-b—domestic petroleum refining capacity. The following 
paragraphs present information on these two goals. 


Alkylate capacity 


The alkylation goal, prior to September 29, 1955, when it was increased, pro- 
vided for construction of 30,000 barrels per day of additional alkylation facilities 
in the United States. The industry has been approaching attainment of that 
goal. Because of (a) limited economic incentive for the industry to construct 
such facilities, (b) possible loss of facilities in event of enemy attack, and (c) 
increase in quality of military high octane aviation gasoline, this Office, in March 
1955, recommended to the Office of Defense Mobilization that this goal remain 
open without quantitative limitation. However, the Office of Defense Mobiliza- 
tion took no formal action on the recommendation. After further review of 
the expansion goals and the continuing need for them, the Office of Oil and Gas, 
early in August 1955, recommended to ODM that even though the goal was almost 
filled, it should be increased by 25,000 barrels per day of additional capacity 
over that in April 1953. 

Further consideration of this Office’s recommendation by the ODM led to its 
adoption. The revised provisions of the goal were set forth in an ODM notice 
with respect to expansion goal No. 207, revision 1, alkylate, issued simultaneously 
with DMO VII-6, supplement 3, which order continued the listing of this goal in 
the “open” category. The notice set the goal at 55,000 barrels per day of capacity 
to be achieved by January 1, 1957, and stated that this revision represents an 
increase in productive capacity of 25,000 barrels per day over that established 
on April 10, 1953. 


United States refining capacity 


Prior to September 29, 1955, when it was revised, the domestic petroleum 
refining expansion goal established by the Office of Defense Mobilization called 
for attainment of a capacity of 8,750,000 barrels per day by January 1, 1956. 
That amount of capacity is nearly assured. 

On March 8, 1955, the Office of Oil and Gas recommended to ODM that this 
goal be increased to 9 million barrels per day. It was pointed out that this 
recommendation, previously made by the Petroleum Administration for De- 
fense, will not develop sufficient reserve refining capacity to cover all petroleum 
requirements of the United States and friendly foreign nations in event of war 
and a prolonged period of hostilities without continuation of construction of 
refineries. The construction and maintenance of such a reserve refining capacity, 
however, would be beyond the financial resources of the petroleum industry. 

The issuance of certificates of necessity for refining projects was suspended 
under the defense mobilization order issued August 11, 1955, but in its sequel— 
DMO VII-6, supplement 3, dated September 29, 1955—this goal was restored to 
the “open” list. An ODM notice, issued at the same time with respect to ex- 
ag goal No. 65, revision 3, domestic petroleum refining capacity, stated 
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1. The expansion goal for the construction of crude-oil refining capacity 
in excess of abandonment is hereby set at 9 million barrels per day, to be 
achieved by January 1, 1957. 

2. This revision represents an increase of 250,000 barrels per day over that 
established in revision 2, issued October 20, 1953, with an achievement 
date of January 1, 1956. 


ACCELERATED TAX AMORTIZATION 


The Office of Oil and Gas received over 390 applications for rapid tax amorti- 
zation from the petroleum and gas industries which had been referred to the 
Office by the Office of Defense Mobilization for analysis and recommendations 
for approval or denial of certificates of necessity for accelerated tax amortiza- 
tion under the petroleum and gas programs. Numerons requests for post- 
certification action, including time extensions and scope amendments, were 
analyzed and recommendations were made to ODM. 


DEFENSE PLANNING 


The Office of Oil and Gas, with advice and assistance of the Military Petroleum 
Advisory Board, prepared a wartime worldwide petroleum supply-and-demand 
report—the first ever prepared based on potential use of ultramodern weapons 
of warfare. That report, in use by the Departments of the Interior and Defense 
and the Office of Defense Mobilization, serves as the base for a series of detailed 
defense preparedness studies. 

The Acting Director of the Office of Oil and Gas, together with a refining 
technologist, transportation and storage expert, gas transmission and distribu- 
tion specialist, petroleum-programing specialist, and a finance analyst, partici- 
pated in the national exercises sponsored jointly by the Federal Civil Defense 
srry ymca and the Office of Defense Mobilization and held between June 15 
and 17. 

These exercises further convinced the Office of Oil and Gas that there is a 
real need for establishment of a reserve field organization composed of persons 
presently engaged in the industry to whom advance assignments of responsi- 
bility and delegations of authority would be made, their emergency authority 
as employees of the Federal Government to become operative under conditions 
as prescribed by Government. 

The importance to other departments and units of the Federal Government 
and the need for an effective petroleum and was agency to take care of oil- and 
gas-supply problems of the Federal Government and essential industries de- 
pendent upon oil and gas supply was demonstrated. 


SMALL BUSINESS 


An overall study of the ability of the petroleum industry of the United States 
and the friendly foreign nations of the free world to fuel a major war has been 
completed. Detailed studies on various segments are underway, including one 
which will show the position of the small independent refiner. 

The domestic refining study has already revealed some information with re- 
spect to small refiners, In the 4-year period 1951-55, the small refiners increased 
their actual capacity by 27.4 percent as compared to only 22.5 percent for all 
larger refiners, thus advancing their percentage of operated refining capacity 
from 18.5 percent to 19.1 percent. 

Small refiners have received 29.4 percent of total capacity certified under the 
accelerated tax amortization incentive as compared to 70.6 percent for all of the 
larger refiners. 

The small refiners have not only increased their actual capacity but they 
have benefited in another way by being able to adapt certain catalytic refining 
processes to their smaller size plants. This enabled them to further improve 
their competitive position by producing more of the higher quality products. 
Financing of the construction of these catalytic facilities has been particularly 
assisted by the availability of the incentive of accelerated tax amortization. 


VOLUNTARY AGREEMENT RELATING TO FOREIGN PETROLEUM SUPPLY AND OPERATIONS 
THEREUNDER 


The voluntary agreement relating to foreign petroleum supply, as amended, 
dated April 15, 1954, was formulated pursuant to the provisions of section 708 
of the Defense Production Act of 1950, as amended. That agreement and its 
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implementing adjunct, the Foreign Petroleum Supply Committee, continued in 
existence under the supervision and direction of the Secretary of the Interior 
or Assistant Secretary, Mineral Resources, and a Director appointed from the 
Office of Oil and Gas by the Secretary of the Interior. 

More than 100 petroleum experts, appointed by the Secretary of the Interior, 
served on the Foreign Petroleum Supply Committee and its 4 subcommittees, 
namely, Production Subcommittee, Refining Subcommittee, Supply and Distribu- 
tion Subcommittee, and the Statistical Subcommittee. In July 1955, the Secre- 
tary of the Interior made appointments to membership on a new subcommittee, 
Pipeline Transportation Subcommittee. 

The Foreign Petroleum Supply Committee and its subcommittees are the most 
successful means yet devised for getting up-to-date foreign petroleum and gas 
information. Such information is indispensable to this Government and can be 
obtained in no other way. 

These committees were concerned only with the gathering of information and 
preparation of reports on various aspects of petroleum operations in friendly 
foreign nations pursuant to specific written requests of the Secretary of the 
Interior or the Director of the agreement. These activities increased with pro- 
gressive intensity because of the increased requirements of the Department of 
Defense for foreign petroleum data for use in connection with strategie planning. 

The information and estimates supplied, covering more than 80 foreign nations 
and areas, concerned the foreign aviation gasoline supply position, require- 
ments for petroleum products, crude-oil producing operations, civilian terminal 
and storage facilities throughout the free world, consumption of petroleum 
products, and refining capacity. 

Reports furnished by the committees were comprehensive and, in the aggre- 
gate, voluminous. A report on foreign civilian terminal and storage facilities, 
the first of its kind ever prepared, consisted of 4 volumes totaling 3,388 pages of 
statistical data on 1,084 terminals in 120 countries. 

The Foreign Petroleum Supply Committee, pursuant to Government requests, 
had underway preparation of an aviation gasoline stock position report, and 
revision and implementation, as of September 1, 1955, of the terminal and storage 
facilities report. 

At a public hearing of the House Banking and Currency Committee on July 8, 
1955, the Director of the Office of Oil and Gas discussed the voluntary agreement 
and operations thereunder. The Director pointed out that so long as world 
conditions continue unsettled, it is highly essential that this Government have 
available this mechanism whereby complete, accurate, and up-to-date information 
may be obtained on foreign petroleum operations. 

The Committee will also comply with a request of Government for a current 
report on foreign petroleum pipeline systems in the free world countries. Since 
this will be a major undertaking requiring the assistance of experts, the Secre- 
tary of the Interior, in July 1955, appointed the membership of the Pipeline 
Transportation Subcommittee, which will compile the data. 


EMPLOYMENT OF PERSONNEL WITHOUT COMPENSATION 


Section 710 (b) of the Defense Production Act of 1950, as amended, authorized 
the President to employ without compensation persons of outstanding experience 
and ability when necessary to carry out provisions of the act. This provision 
has permitted the Secretary of the Interior to obtain the services of persons of 
wide experience and recognized judgment and ability in the petroleum and gas 
industries who brought to the Department their advanced knowledge and up-to- 
date technology and industry information. Employment of such persons without 
compensation has made available to the Office of Oil and Gas the services of 
people who otherwise would not be able to leave their industry positions, even 
on a temporary basis, to accept less remunerative positions in the governmental 
service. 

In the past year, under this provision, this Office employed on a full-time basis 
an Assistant Director whose outstanding ability and experience were essential, 
particularly in petroleum programing and NATO work, a foreign petroleum 
expert who was Director of the Voluntary Agreement, and a foreign petroleum 
analyst. In addition, about 30 consultants were available for service during the 


year. 
In July 1955, when the House Banking and Currency Committee had under 
consideration extension of the Defense Production Act, the Director of the Office 
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of Oil and Gas in a prepared presentation stated that this procedure permits 
the training of an executive and technical reserve by rotating personnel from 
industry in the available positions, thus providing a source of trained personnel 
for staffing an emergency petroleum and gas organization when needed. In 
accordance with the provisions of Public Law 295, 84th Congress, the duties of 
appointees presently serving without compensation are limited, when policy 
matters are involved, to advising appropriate full-time salaried Government 
officials who are responsible for making policy decisions. 


WEST COAST TRANSPORTATION 


In July 1955, the Subcommittee for Special Investigations of the Committee 
on Armed Services, House of Representatives, commenced an investigation into 
the need for improved facilities for transportation of petroleum to the west 
coast as a defense measure. At a hearing on July 7, the Director of the Office 
of Oil and Gas presented information covering the west coast supply situation 
with particular reference to the strategic need for a crude oil pipeline from 
west Texas to Los Angeles, Calif. In his testimony the Director presented 
information on the west coast petroleum and gas supply situation and the con- 
clusion that there is potentially available more crude oil than the California 
refineries can process and, consequently, there would be no justification for any 
Government financial assistance for a crude-oil pipeline to be built in peacetime 
from west Texas to California. 


INDUSTRY COOPERATION AND ASSISTANCE 


Military Petroleum Advisory Board 

Through the cooperation of the Military Petroleum Advisory Board, the De- 
partments of Defense and Interior and the Office of Defense Mobilization now 
have a petroleum report that is a milestone in petroleum defense preparedness 
planning. 

The Board has under study various petroleum and gas problems presented to 
it jointly by the Director of the Office of Oil and Gas and the Staff Director of 
the Petroleum Logistics Division of the Office of the Assistant Secretary of 
Defense (Supply and Logistics). 


National Petroleum Council 

The National Petroleum Council has furnished valuable reports on petroleum 
matters in response to specific written requests of the Assistant Secretary, 
Mineral Resources, and the Director of the Office of Oil and Gas. 

NPC published two important manuals entitled “Security Principles for the 
Petroleum and Gas Industries,” and “Disaster Planning for the Oil and Gas 
Industries,” as a service to Government and industry. The first is a guide for 
industrial defense planning for use at the plant level to provide uniformity, 
eliminate inconsistencies, and furnish guidance for establishment and admin- 
istration of security programs in the oil and gas industries. The other manual, 
primarily for use of management in disaster planning, contains ideas and sug- 
gestions to guide companies in formulating plans and programs to reduce dam- 
age to and facilitate rehabilitation of refineries and to provide continuity of 
company operations in event of disaster. 

Studies and reports on manpower engaged on July 1, 1955, in the oil and gas 
industries, over-the-road transportation of the petroleum industry, and matters 
covering national emergency disaster planning which are pending completion by 
the National Petroleum Council and its committees will be valuable in connec- 
tion with defense planning. 


Gas Industry Advisory Council 
A Gas Industry Advisory Council was available for advice and consulta- 
tion on defense problems with respect to gas transmission and distribution. 


FUTURE OBJECTIVES 


One of the major defense responsibilities of the Office of Oil and Gas will 
be continuing analyses and evaluations of the ability of this country to fuel 
amajor war. An evaluation must be both domestic and worldwide. 

This Office will keep the Department of Defense and the Office of Defense 
Mobilization continuously informed on all matters which affect the petroleum 
and gas security of the Nation. 
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As one element in an evaluation, this Office must maintain complete and up- 
to-date information on the capacity of the petroleum and gas industries, at 
home and abroad, to produce, refine, and deliver petroleum and petroleum 
products at the places needed as may be required in a national emergency. 
These requirements include the essential industrial and civilian needs of this 
country and of the friendly foreign nations as well as the military require- 
ments. 

Detailed studies and surveys to be undertaken in connection with an evaluation 
bring out whether and where there are potential deficiencies in the availability 
of petroleum and gas and identify such deficiencies. The Office will develop 
ways and means to prevent or alleviate any deficiencies. If additional con- 
struction of facilities is required over and above the expansion normally carried 
on by the petroleum and gas industries, this Office will make recommendations 
to the Office of Defense Mobilization for governmental action to stimulate addi- 
tional expansion by the oil and gas industries to fulfill defense requirements. 
Such basic studies have been made by this Office. 

Some studies underway currently concerning petroleum and gas may reveal 
the need for (@) establishment of new defense expansion goals, (0) enlarge- 
ment of existing goals, or (c) extension of time to attain the existing goals. 

In the light of a recent delegation by the Federal Civil Defense Administra- 
tion to the Secretary of the Interior, the Office of Oil and Gas will review its 
basic wartime planning activities with respect to ways and means of assur- 
ing petroleum and gas supply in event of emergency. Further, the Office will 
develop mechanisms to implement the delegation and will collaborate with 
Federal civil defense officials as appropriate to put into effect as early as 
possible such governmental standby programs as may be necessary to assure 
provision of petroleum and gas in an emergency. 


AUTHORITY 


The Office of Oil and Gas was established under Department of the Interior 
Handbook Release No. 9, April 26, 1954, and Release No. 11, June 29, 1954. Its 
composition and functions are described in the Departmental Manual, part III, 
chapter 5, dated April 6, 1955. 

The Office of Oil and Gas derives authority from: 


The Defense Production Act of 1950, as amended (50 U. S. C. App. secs. 2061— 
2166) as amended by Public Law 295, 84th Cong., 69 Stat. 580) 

Executive Order No. 10480 (18 F. R. 4939), as amended 

Defense Mobilization Order I-7, as amended (18 F. R. 5366, 6737, 19 F. R. 7348) 

Defense Mobilization Order VII-5, as amended (18 F. R. 6408, as amended by 
19 F. R. 7349) 

Defense Mobilization Order I-13 (19 F. R. 7348) 

Order No. 2781 of the Secretary of the Interior (20 F. R. 316) 

NPA Delegation No. 9, February 26, 1951 (17 F. R. 1908), as continued by 
Business and Defense Services Administration 

Defense Transport Administration Delegation No. 6, May 5, 1951 (16 F. R. 
4149, as amended February 19, 1954, 19 F. R. 1071) 

Section 168 of the Internal Revenue Code 

Federal Civil Defense Delegation No. 3, dated August 13, 1955 (20 F. R. 5937) 





OFFICE OF MINERALS MOBILIZATION 


On January 6, 1955, the Secretary of the Interior established the Office of 
Minerals Mobilization and vested it with responsibility for carrying out the 
Department’s mobilization functions for solid fuels and metals and minerals, 
except for domestic minerals exploration. This Office was established in the 
Office of the Secretary and, like the Office of Oil and Gas, it reports to the 
Assistant Secretary for Mineral Resources. 

This action consolidated within the Department of the Interior the mobiliza- 
tion functions on solid fuels, which had been delegated to the Bureau of 
Mines on July 1, 1954, and those additional mobilization functions on metals 
and minerals which had been delegated by the Director of the Office of Defense 
Mobilization on November 12, 1954, to the Secretary of the Interior and there- 
after retained in the Department. On December 22, 1954, prior to the estab- 
lishment of the Office of Minerals Mobilization, the Secretary had redelegated 
to the Administrator of General Services certain of his new mobilization 
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functions on metals and minerals. The functions delegated to the Adminis- 
trator of General Services included screening and making recommendations to 
the Office of Defense Mobilization on requests for accelerated tax amortization, 
loans, guaranties, and procurement contracts. 

The Director of the Office of Minerals Mobilization was appointed on May 
4, 1955, and funds appropriated for the Office became available on July 1, 1955. 

This report covers the period from October 1, 1954, to September 30, 1955, 
with respect to solid fuels and from November 12, 1954, to September 30, 1955, 
with respect to metals and minerals. 

During the period covered by this report, the Department’s principal defense 
mobilization activities pertaining to solid fuels were devoted to the attainment 
of adequate capacity for the production of metallurgical coal and the expansion 
of coke oven capacity to support the steel expansion program. Coal require- 
ments and mine capacity in Alaska received attention. In connection with 
metals and minerals, the initial emphasis was on analyses of the mobilization 
supply position with respect to certain strategic and critical minerals as re- 
quested by the Office of Defense Mobilization and on the development of pro- 
posals for Government action to overcome any gaps in the supply position 
revealed by such analyses, on review of pending legislation to forecast what 
effect its enactment would have on mobilization supplies of metals and minerals, 
and on organization and staffing of the Office. 


PROGRAMS AND AUTHORITY 


The Office of Minerals Mobilization is, in general, responsible through the Sec- 
retary to the Office of Defense Mobilization for continuous evaluation of the pre- 
paredness position of the United States in mineral raw materials and solid fuels, 
and for preparing and submitting to ODM recommendations for Government 
action whenever necessary to assure adequate supplies of such commodities te 
meet needs under conditions of partial or full mobilization. These recommenda- 
tions for Government action relate to measures to maintain adequate mobiliza- 
tion base levels, establishment or modification of expansion goals, use of financial 
aids and incentives, objectives of stockpiling programs, estimates of materials, 
equipment, and transportation requirements for the metals, minerals, and solid 
fuels industries, evaluation of proposed foreign minerals exploration and devel- 
opment programs, and adoption of standby orders and regulations as readiness 
measures. 

In addition, the Office of Minerals Mobilization is responsible for maintaining 
guidance and leadership to the metals, minerals, and solid fuels industries in 
preparation for emergency. It also screens and recommends to ODM on applica- 
tions for rapid tax amortization, loans, and similar assistance for the solid fuels 
industry. 

As an organizational unit within the Office of the Assistant Secretary for 
Mineral Resources, the Office of Minerals Mobilization also has certain responsi- 
bilities for advice and assistance to the Secretary on problems of the American 
minerals resource base and long-term minerals supply which are distinct from, 
but often related to, those involyed in performance of defense functions delegated 
to the Secretary by the Director of the Office of Defense Mobilization. 

The mobilization authority of the Office of Minerals Mobilization is derived 
from Order 2781 of January 6, 1955, of the Secretary of the Interior which dele- 
gated to this Office those functions and responsibilities relating to solid fuels, the 
production of coal chemicals, and the distribution of petroleum coke, and to 
metals and minerals (other than domestic exploration for metals and minerals 
and certain functions redelegated to the Administrator of General Services) 
which the Secretary had received by delegation or redelegation issued pursuant 
to the Defense Production Act of 1950, as amended, and pursuant to other law 
by virtue of authority delegated to him under that act, as amended. This dele- 
gation transferred to the Office of Minerals Mobilization metals and minerals 
responsibilities which previously had been vested in the Secretary and solid 
fuels responsibilities which had previously been delegated to the Director of the 
Bureau of Mines by the Secretary. 

The authority of the Secretary with respect to metals and minerals was 
contained in delegations by the Director of the Office of Defense Mobilization 
on November 12, 1954, in Defense Mobilization Orders I-7, amendment 1 (re- 
vised) ; VII-5, amendment 1; and I-13. DMO I-13 served basically as a sum- 
marization and restatement of functions otherwise delegated or assigned to the 
Secretary of the Interior. It took into account the functions with respect to 
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solid fuels previously delegated to him as well as the new responsibilities for 
metals and minerals being delegated to him at that time. 

The functions pertaining to solid fuels now included in the responsibilities of 
the Office of Minerals Mobilization are descendent from those carried on by the 
former Defense Solid Fuels Administration, established by the Secretary of the 
Interior following the initial enactment of the Defense Production Act. On 
June 30, 1954, when the Defense Solid Fuels Administration was abolished, such 
functions were delegated to the Director of the Bureau of Mines by Order No. 2764 
of the Secretary of the Interior (19 F. R. 4005). The defense mobilization 
functions involved were performed by former staff members of Defense Solid 
Fuels Administration who were transferred to the Bureau until the establish- 
ment of the Office of Minerals Mobilization in January 1955, when they were 
merged into the staff of this new office. Thus, during a portion of the year 
covered by this report, activities with respect to solid fuels were carried on 
under the Bureau of Mines. 

On August 13, 1955, the Administrator of the Federal Civil Defense Admin- 
istration by FCDA Delegation No. 3, delegated to the Secretary of the Interior 
responsibilities relating to fuel supplies in attacked areas. 


PROGRESS OF PROGRAMS 


In pursuance of its responsibilities for review of the adequacy of supplies 
of metals, minerals, and solid fuels for partial or full mobilization and for 
making recommendations to the Office of Defense Mobilization for meeting 
mobilization requirements through expansion programs, mobilization base pro- 
grams, and other means, the Office of Minerals Mobilization, up to this time, has 
concentrated staff effort mainly on the following areas: 

1. Continuous review and evaluation of the trends in production of, and 
productive capacity for, coke and coking coal and coal in the Territory of 
Alaska. 

2. Development, continuous review and evaluation of mobilization pro- 
grams for lead, zinc, and fluorspar. 

8. Review and evaluation of mobilization supply capabilities for selenium, 
tungsten, and columbium-tantalum processing facilities, metallurgical-grade 
manganese, bauxite, chemical-grade chrome, mica, antimony, molybdenum, 
rare earths, and fron ore sintering facilities. 

4. Review and evaluation of open expansion goals for solid fuels and 
for metals and minerals facilities assigned to Interior. 

5. Assistance to the Office of Defense Mobilization in the development of 
expansion program policy and criteria. 

To date, with respect to metals and minerals, the Office has been able to 
undertake only the most urgent projects requested by the Office of Defense 
Mobilization. However, steps have been taken to effect a wider coverage of 
its responsibilities, and, to this end, actions have been taken to establish industry 
advisory committees for 14 metals and minerals. These committees will advise 
the Office on programs relating to expansion, readiness, and other matters. 
Also, working relationships now established with the Bureau of Mines and the 
Geological Survey will facilitate the assembly of basic data essential to studies 
of the type which the Office of Minerals Mobilization makes. 


PROGRAM ADMINISTRATION 
Operation Alert 


The Office participated in Operation Alert, 1955, and as a result of the ex- 
perience gained in the exercise, initiated a program which, when fully developed, 
will provide continuously the information necessary for prompt evaluation of 
bomb damage in a given target area. 


Necessity certificates 


Reports and recommendations on 10 applications for necessity certificates 
for solid fuels under section 168 (formerly 124A) of the Internal Revenue Code 
were submitted to the Office of Defense Mobilization during the period September 
1, 1954, to August 31, 1955. Seven were recommended for certification and three 
for denial. As of September 15, 1955, reports on 7 applications were pend- 
ing in the Office of Minerals Mobilization. These 7 all fall under goal No. 4— 
byproduct coke which was placed on the suspended list of Defense Mobiliza- 
tion order VII-6-Supplement 1 dated August 11, 1955, and closed by DMO YVII- 
6-supplement 3 dated September 29, 1955. Under the terms of the latter order, 
two applications now pending will not be eligible for consideration. 
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The cost of the facilities as estimated by the applicants for the 17 applications 
received during the period of this report is $110,006,000. The cost of the 
facilities in the 10 reports submitted to ODM is $23,457,000. The estimated cost 
of the facilities in the seven pending applications is $86,549,000. 

During the period September 1, 1954, to August 31, 1955, 30 recommendations 
were submitted to ODM on requests for time extensions on outstanding neces- 
sity certificates. Two were pending as of September 15, 1955. 

Nineteen reports were submitted on requests for amendments in amount re- 
flecting final costs of facilities for which certificates had been issued. Two 
reports are pending. 

One report and recommendation was submitted on a request for reconsidera- 
tion of percentage allowed on a certificate. 

A tabulation of the status of necessity certificates for solid fuels facilities, 
as of August 31, 1955, is provided in the three accompanying tables. The status 
as of September 30, 1955, will not show any substantial change. 

Data concerning necessity certificates for metals and minerais facilities are 
presented in the annual report of the General Services Administration to the 
Joint Committee on Defense Production. 


Defense loans 


No applications for defense loans for solid fuels under the Defense Production 
Act of 1950, as amended, were received during the period covered by this 
report. 

Since 1950, the Department has recommended 1 loan for the construction of 
a battery of beehive coke ovens in Pennsylvania and 4 loans to coal mines 
in Alaska. The Department found that necessity certificates offered sufficient 
inducement for the investment of private capital in facilities to produce by- 
product coke and metallurgical coal, and therefore it was not necessary to 
recommend loans for these branches of the solid fuels industries. 


Transportation 


While the responsibility for providing adequate transportation for ore and 
solid fuels is not vested in the Department of the Interior, except in the Ter- 
ritory of Alaska, the huge volume of solid fuels and metals and minerals pro- 
duced in the continental United States and shipped by rail, highway, river, Great 
Lakes, and ocean requires the Department to keep in close touch with the 
availability of transportation facilities. The vulnerability of ocean and lake 
transportation for ores and coal indicates that special programs may have to 
be developed to offset these hazards. Representatives of the Department have 
taken part in conferences relating to various transportation problems. 


CURRENT NEED FOR PROGRAMS 


The Office is undertaking a review of the adequacy of supplies and capacity, 
under partial and full mebilization conditions, in the case of each commodity 
within its purview for which the Government is providing aids or incentives. 
Based on these evaluations, recommendations will be made to the Office of Defense 
Mobilization with respect to continuation, modification, or termination of such 
aids or incentives in the case of each commodity or category of production facili- 
ties involved. It is expected that after the initial program recommendations 
have been made for the solid fuels and metals and minerals and facilities as- 
signed to the Department, the Office will review its findings and recommendations 
periodically to take account of changed requirements, supply, technology and 
other factors. This kind of analysis on a continuing basis is essential not only 
to determination of appropriate and necessary use of financial aids and in- 
centives to the industry, but also will enable the Government to institute and 
adjust other programs (such as research and development, and the development 
of substitutes) to meet projected mobilization needs and long-term civilian 
requirements. 


SMALL BUSINESS 
In the analysis of mobilization problems, special attention is given to the 


problems of the small producers and operators, and these factors are taken into 
account in the formulation of program recommendations. 
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In carrying out programs with respect to solid fuels, small business has been 
assisted to a minor degree, in that the recipients of necessity certificates sub- 
contract to small business part of the construction or installation of facilities. 
The capital cost for the construction of new coke ovens is such that it can be 
financed only by relatively large companies. Applications for necessity certifi- 
cates for the production of metallurgical coal have been made principally by 
companies owned by or closely related to steel companies. During the past 12 
months, no applications for necessity certificates have been received from com- 
panies which could be classed as small business. 


FUTURE OBJECTIVES 


As mentioned above in the section headed “Current Need for Programs,” the 
Office is undertaking a review of the adequacy of supplies and capacity, under 
partial and full mobilization conditions, in the case of each commodity within 
its purview for which the Government is providing aids or incentives. There 
are a substantial number of metals and minerals in this category. The analyses 
will be made on a case-by-case basis, and each will take into account the factors 
peculiar to the particular commodity. Therefore, completion of the first round 
of studies on the whole group will require considerable time, even though every 
effort will be made to push the work forward as rapidly as possible. Experience 
in the methods of analysis developed in making the several supply capability 
evaluations already completed, as mentioned elsewhere in this report, will help 
to speed analyses of other commodities yet to be initiated and to facilitate the 
future reviews contemplated. 

In addition to the above-indicated group of commodities, there are a number of 
other metals and minerals which are important to mobilization preparedness. 
These, too, will be the subject of similar analyses as soon as time, personnel and 
work priorities permit. Continuous evaluation of the mobilization supply posi- 
tion in solid fuels will be carried on. 

It is expected that at the same time these fundamental analyses are going 
forward, progress can be made in the development, in cooperation with industry, 
of readiness plans. Within a short time, staffing of the Office should approach 
a full complement of personnel, and thereby make it possible to effect a fuller 
coverage of the responsibilities of the Office. 

Among the commodities to which attention will be given, in connection with 
evaluations of supply and capacity positions, will be the metals and minerals for 
which there are presently “open” expansion goals established by the Office of 
Defense Mobilization. The metals and minerals goals within Interior’s purview 
included in the list of “open” goals in Defense Mobilization Order VII-6, supple- 
ment 3, issued on September 29, 1955, are: 


Title Goal No. 
Chromite, chemical grade - 
a oe re my am ey A RAO iho SOS EN ae eS eth me Pal bare 
Manganese ore, battery and chemival grade 
Mercury 
Nickel____- 
Rutile 
Seleninm 


These open expansion goals serve as ceilings for the granting of necessity 
certificates for accelerated tax amortization for construction of facilities to 
produce the listed commodities. The omission of a commodity from the list 
does not necessarily mean that supply capability for that commodity is adequate 
to meet mobilization needs, and such omission does not preclude the use of 
forms of financial aid or incentive other than rapid tax amortization to achieve 
any necessary improvement in the mobilization supply position of that com- 
modity. 

In this connection, the provisions of Defense Mobilization Order III-1 (for- 
merly DMO-11), supplement 1, issued on September 29, 1955, simultaneously 
with the above-cited order on specific expansion goals, should be noted. This 
order is on the subject, “Policy for the Establishment of Expansion Goals for 
Tax Amortization.” It includes these statements, among others: 

Expansion goals are for the purpose of establishing a quantitative limit of 
expansion which may be covered by certificates of necessity ; and 
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Where experience has demonstrated that the tax-amortization incentive 
has not resulted in any appreciable progress in the direction of reaching 
the goal, the goal will be closed for tax-amortization purposes and con- 
sideration will be given to the possibility of developing other programs 
designed to meet essential defense needs. 

These quoted provisions, having general application to all ODM delegate 
agencies’ areas of responsibility, are especially significant in the field of metals 
and minerals. Here, perhaps to a greater extent than in any other field of 
industrial activity, various types of incentives, of which accelerated tax amor- 
tization is only one, have been used in combinations. Such combinations have 
been tailored to meet the special characteristics of production in these industries. 
Thus, incentives under the borrowing authority of the Defense Production Act, 
ineluding loans, guaranties, and commitments to purchase, have been utilized, 
in some cases in combination with rapid tax amortization. Purchases for the 
Nation’s stockpile with funds provided specifically for that purpose by the 
Congress also have been important factors. 

These various aids and incentives are currently being used to assure main- 
tenance or attainment of an adequate mobilization supply position in a number 
of metals and minerals not included in the list of “open” expansion goals for 
accelerated tax amortization. Analyses to be made by the Office of Minerals 
Mobilization, covering a broad range of mineral commodities, will take into 
account the influence of these special incentives. Its recommendations to ODM 
with respect to supply capabilities and use of incentives will reflect this approach. 


Status of applications for necessity certificates in the solid fuels industries, as of 
Aug. 31, 1955 
{Preliminary, subject to revision] 
NUMBER OF APPLICATIONS 
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Status of applications for necessity certificate in the solid fuels industries, as of 
Aug. 31, 1955—Continued 
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1 Action by ODM (or DPA) based on reremataon dations by Department of Commerce; all others based 
on recommendations by the De ment of the Interio 
* Percent of net cert cost eligible for accelerated tax amortization 
3 The increases in 


capacity as reported by applicants are partially offset by losses in capacity at facilities 
abandoned because of age, obsolescence, or economic factors. 


Source: Office of Minerals Mobilization, Department of the Interior, Sept. 14, 1955, 
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DEFENSE MINERALS EXPLORATION ADMINISTRATION 


THE PROGRAM 


The Defense Minerals Exploration Administration conducts a program, under 
the Defense Production Act of 1950, as amended, for the encouragement of ex- 
ploration for indicated or undeveloped deposits of strategic and critical minerals 
in the United States, its Territories, and possessions. 


AUTHORITY FOR THE PROGRAM 


The exploration program of DMEA is carried out under authority derived 
from the Defense Production Act of 1950, as amended (50 U. 8S. C., 1952, ed., 
app., sees. 2061-2166, as amended by Public Law 295, 84th Cong., 69 Stat. 580), 
and is implemented by Executive Order 10480 (18 F. R. 4939) and the delegation 
from the Director of the Office of Defense Mobilization, section 3 of Defense 
Mobilization Order No. I-7 (formerly DMO-30), as amended (18 F. R. 5366, 
6737; 19 F. R. 7348). This delegation vested the authority to conduct the pro- 
gram in the Secretary of the Interior, and he delegated the function to the Ad- 
ministrator of the Defense Minerals Exploration Administration by Interior 
Orders Nos. 2726 (18 F. R. 3804) ; 2755 (19 F. R. 2508) ; 2764 (19 F. R. 4005) ; and 
2781 (20 F. R. 316). The program is set forth in DMEA Order-I Amended, as 
amended (19 F. R. 1568; 20 F. R. 337, 1698). 


SUMMARY OF THE PROGRAM 


Under the program exploration projects are established by contracts with 
private parties. These contracts provide for specific work to be performed 
within described areas of land at costs estimated on an actual or unit basis. 
The Government, through DMBA, agrees to contribute 50 or 75 percent of the 
approved cost of a project, depending upon the mineral sought. If 2 or more 
minerals falling in different percentage groups are involved, the Government's 
contribution is established between the 2 percentages. 

Pursuant to DMEA Order-I Amended, 33 minerals are currently eligible for 
exploration assistance with Government participation as follows: 

50 percent: Bauxite, chromium, copper, fluorspar, graphite (strategic 
crucible flake), lead, molybdenum, zinc, and cadmium. 

75 percent: Antimony, asbestos (strategic crysotile), beryl, cobalt, colum- 
bium, corundum, diamonds (industrial), kyanite (strategic), manganese, 
mercury, mica (strategic), monazite and rare earths, nickel, platinum group 
metals, quartz crystals (piezo-electric) , rutile—Brookite, tale (block steatite), 
tantalum, thorium, tin, tungsten, and uranium. 

Only the direct costs of the work performed are allowable for contribution 
by the Government, including labor, supervision, and consultants; workman's 
compensation and employees’ liability insurance, and payroll taxes; operating 
equipment ; rehabilitation or repairs of existing buildings or fixtures, and equip- 
ment; necessary construction or installation of buildings, or fixtures; repairs 
and maintenance of equipment; analytical work and accounting. The cost of 
access roads needed for exploration purposes may be included as part of the 
allowable costs of a project. Such roads are usually short and their cost small; 
consequently, in order to expedite the projects, any necessary costs for road 
repairs or construction are usually included as part of the exploration costs. 

Projects are approved by the Government only after proposals have been 
thoroughly investigated and conclusions reached that they are based upon sound 
engineering and geological principles. Definite plans and specifications for the 
work to be accomplished must be developed before a contract can be executed. 
Ordinarily, projects are not approved for work that would require more than 
2 years to complete, and the time limit for most projects is fixed at a much 
shorter period. 

The operator pays no interest on the funds contributed by the Government 
to the cost of work performed under the contract. However, if the Government 
considers that a discovery or development from which production may be made 
has resulted from the exploration work, a certificate to that effect is issued to 
the operator. Upon issuance of a certification, all production from the land 
described in the contract is subject to a royalty of not more than 5 percent of 
the gross proceeds or value of such production for a period of usually 10 years 
from the date of the contract or until the Government’s contribution is fully 
repaid. Under certain conditions, the repayment period may be set at a longer 
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term than 10 years. Regardless of whether or not a certification of discovery or 
development is issued, all ore produced during the project operations and for 
a period of 6 months after completion or termination of the contract is subject 
to the same royalty provisions. 

Policy and Coordinating Committee 

Within the Department of the Interior, DMEA operations are guided by a 
Policy and Coordinating Committee comprised of the Assistant Secretary, 
Mineral Resources, as Chairman, the Administrator of the Defense Minerals 
Exploration Administration, the Director of the Bureau of Mines, and the 
Director of the Geological Survey. 

DMEA does not employ its own technical fleld staff but utilizes the services of 
the technical staff of the Bureau of Mines and Geological Survey for all field 
examinations, reports, project inspections, and field administration of contracts, 
The continental United States and Alaska have been divided into five regions. 
Administration of the program in the field is carried on by field teams consist- 
ing of an engineer from the Bureau of Mines, a geologist from Geological Survey, 
and staffed with necessary personnel of both agencies. One member of each 
field team is designated as the executive officer for DMEA and the other as his 
alternate. Instructions and correspondence to the field teams clear through the 
operating committee in Washington, which consists of 3 members, each of the 
agencies having 1 representative. The DMEA representative serves as chairman 
of the committee. 


Funds allocated for the program 


Funds for financing the program are obtained by borrowing from the Treasury 
under the Defense Production Act of 1950, as amended. Authority to borrow 
the funds is secured from the Office of Defense Mobilization which issues a . 
certification for the amount that it approves. Since the beginning of the program 
in April 1951, a total of $28 million of borrowing authority has been approved. 
As of August 81, 1955, $19,524,790 of this amount had been obligated for explora- 
tion projects, but only $13,401,984 has been disbursed. 


Cooperation with other agencies 


DMEA maintains cooperative arrangements not only with the Office of Defense 
Mobilization but also with a number of other Government agencies that have re- 
sponsibilities and interests in the field of minerals and metals. Frequent use is 
made of the files of the former Reconstruction Finance Corporation by DMEA in 
passing upon an exploration application to determine whether or not the 
application involves a property on which the Reconstruction Finance Corpora- 
tion made a loan. The Atomic Energy Commission is consulted on applications 
relating to uranium or thorium, and its approval is obtained for contracts cover- 
ing exploration for such minerals. DMBEA consults with General Services Ad- 
ministration regarding proposed contracts on properties which may be involved 
in procurement contracts with GSA. Close contact is also maintained with 
GSA with respect to producers shipping ores or concentrates to Government 
stockpiles from properties that are subject to exploration contracts. DMEA 
also cooperates with the Securities and Exchange Commission, Small Business 
Administration, Department of the Treasury, and the Department of Justice 
by furnishing information relating to DMEA applications and contracts. The 
Audit Division of DMBA collaborates with the General Accounting Office in its 
auditing program. 


SUMMARY OF THE PROGRESS OF THE PROGRAM 
Applications 


DMEA received 492 applications for exploration assistance from September 
1, 1954, through August 31, 1955. The total number of applications received 
since the start of the program early in 1951, is 2,772. During the year ending 
August 31, 1955, 215 applications were denied and 72 were withdrawn, bringing 
the totals for denied and withdrawn applications since the beginning of the pro- 
gram to 1,261 and 493, respectively. 

Contracts 


From the beginning of the program to date, 809 contracts have been executed ; 
145 of these since September 1, 1954. The 809 contracts included in a search 
for 27 different minerals in 32 States and Alaska. A total of 581 contracts have 
been canceled or terminated, leaving 228 in force as of August 31, 1955. Of these 
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581 contracts, 60 were canceled without any approved work having been per- 
formed, and no Government contribution was made. The remaining 521 ter- 
minated contracts had total estimated costs of $15,887,162, with Government par- 
ticipation set at $9,977,203, but the actual cost to the Government was only 


$6,832,573. 


Certifications of discovery or development 

DMEA has certified 210 projects as discoveries or developments since the 
beginning of the program, 69 of the certifications having been issued during 
the past 12 months. Of these 210 certified projects, 198 have been terminated 
or completed, and 17 are still in force. The aggregate estimated cost for the 210 
certified projects was $9,726,160, of which the Government’s estimated share was 
$6,118,948. As of August 31, 1955, however, the Government had expended only 
$4,616,038 on these 210 certified projects, which involved a search for 23 strategic 
and critical minerals and were located in 27 States and Alaska. (See attached 


map.) 


Repayments 

The Government continued to receive substantial royalties on production from 
successful projects. Much of this production was accounted for by ore removed 
during the course of the exploration work. To date royalties paid to the Govern- 
ment have amounted to $1,033,725, of which $653,649 were paid during the past 
12 months. Sixteen operators have repaid in full the sum advanced to them and 
198 others have made royalty payments. There are also 56 other projects with 
important ore showings from which royalties may be expected in the future. Of 
the 214 projects which have paid royalties, 144 have been certified. It is expected 
that most of the others will be certified when sufficient data are obtained defi- 
nitely to determine that the extent of ore found is signficant. 

Production on which royalties have been paid is estimated to have a gross 
value to the operator of $21 million. The potential ore reserve on the 210 
certified projects is estimated to have a gross recoverable value of approximately 
$216 million at current market prices. 


NEED FOR THE PROGRAM 


Emphasis of the DMEA program under present authority has been placed 
upon the search for metals and minerals needed to assure a sound mobiliza- 
tion base. During two world wars stress was placed primarily upon mine pro- 
duction with the consequent subordination of exploration. Accelerated activity 
in the search for new areas of mineralization is vital if we are to maintain 
a secure minerals position. 

The President’s Advisory Committee on Minerals Policy found that the 
Federal Government should encourage the optimum economic development 
of domestic mineral resources. In its final report, which was approved by 
the President, the Committee recommended that the program of financial 
assistance to private industry ‘for exploration, such as that now administered 
by the DMEA, should be strengthened and continued. 

Although private enterprise is carrying on independently a considerable 
amount of exploratory work, the volume is not sufficient to maintain the ore 
reserve position deemed essential from the standpoint of national security. 
The risk and cost of finding new sources of ore have become so great that ven- 
ture capital needed to finance the search for new deposits of a number of 
minerals especially important to national defense seeks more promising fields 
of endeavor. Therefore, it is necessary for the Government to continue to stimu- 
late the search for strategic and critical minerals. 

Exploration is a long-range activity and should not be governed by current 
changes in market prices or in supply and demand. The search for new 
sources of minerals must be initiated well in advance of needed production. 
In many instances, establishment of facilities for mining and beneficiating ore 
must await the discovery and development of ore bodies—a process which 
may take years to complete. In others, exploration must be conducted to assure 
that existing mining and processing capacity will have raw material supplies 
for full capacity operation in event of need. 

Under the defense minerals exploration program, private industry is encour- 
aged to take the essential first steps in looking for domestic sources of strategic 
and critical minerals which have always been in short supply in times of 
emergency. Our domestic supplies of many minerals are insufficient to meet 
even normal peacetime requirements. és 
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As insurance against future contingencies, an aggressive exploration program 
for minerals and metals in short supply should be pursued even though immediate 
production goals have been reached. Reserves of scarce minerals discovered 
through current exploration work represent in a very real sense a stockpile in 
the ground that may be drawn upon when needed. 

Industry participation in the program is widespread as is attested by the fact 
that applications have been received from 44 of the 48 States, plus Alaska. The 
vigor of current interest of the mining industry in the program is evident from 
the tremendous increase in the average monthly receipts of applications which 
has been recorded in the past year. This is largely attributable to two factors: 
First, the intense interest in uranium exploration, and second, the improved 
markets for certain other strategic minerals. Applications received for uranium 
exploration increased approximately 267 percent over the number received 
during the previous 12-month period, and substantial increases also were shown 
in the number of applications received on some of the other commodities. 


SMALL BUSINESS PARTICIPATION IN THE PROGRAM 


The program appeals especially to small business. This is shown by the great 
number of small mine operators, including individuals, partnerships, and corpo- 
rate enterprises, participating in the program. These operators have been 
especially active in exploration for highly strategic minerals not found in the 
United States in deposits of sufficient size to interest large companies. Maxi- 
mum encouragement has been given to small operators because of the urgent 
need for the more scarce strategic and critical minerals. About two-thirds of 
the DMEA contracts have been executed with them, mainly individuals and 
partnerships. Approximately one-half of the contracts call for total expenditures 
of $24,000 or less, and more than one-third provide for the operator to spend 
less than $3,000 of his own money, or furnish an equivalent amount in the value 
of his own labor, supervision, or use of equipment which he may own. 


ORGANIZATIONAL CHANGES DURING PAST YEAR 
Effective March 21, 1955, the DMEA amended its regulations with respect 


to the number and locations of its regional offices. The amendments had the 

effect of reducing the number of executive offices from 8 to 5 and changing the 

Pacific coast headquarters from San Francisco, Calif., to Reno, Nev. These 

organizational changes were made primarily to establish conformity with the 

newly reorganized Bureau of Mines field pattern. The DMBA regions and 
locations of field offices are listed as follows: 

Region I: 

Northwest district: Idaho, Montana, Oregon, and Washington; South 157 
Howard Street, Spokane 4, Wash. 

— district: Alaska; Bureau of Mines, post-office box 560, Juneau, 
Alaska 

Region IL: California and Nevada; Bureau of Mines, 1605 “vans Avenue, Reno, 
Nev. é 

Region III: Arizona, Colorado, Nebraska, New Mexico, North Dakota, South 
Dakota, Utah, and Wyoming; Bureau of Mines, 224 New Customhouse Build- 
ing, Denver 2, Colo. 

Region IV: Arkansas, Kansas, Louisiana, Mississippi, Missouri, Oklahoma, and 
Texas; post-office box 431, Joplin, Mo. 

Region V: Alabama, Connecticut, Delaware, Florida, Georgia, Illinois, Indiana, 
Iowa, Kentucky, Maine, Maryland, Massachusetts, Michigan, Minnesota, New 
Hampshire, New Jersey, New York, North Carolina, Ohio, Pennsylvania, Rhode 
Island, South Carolina, Tennessee, Vermont, Virginia, West Virginia, and 
Wisconsin ; room 13, Post Office Building, Knoxville, Tenn. 


The following tables and charts give a complete statistical summary of the 
program to date: 
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TaBLe [X.—Applications received and their status—Commodity distribution (as 
of Aug. 31, 1955) 





Dispositions of applications 





Commodity 
With- 


Executed} Denied drawn 





! 





PO, ee ee. 
Asbestos... 
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1 These applications were filed in the oni Sine of the program for minerals or metals not covered by 
DMEA Order-1 (at that time MO-#). 
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TaBLe X.—Applications received and their status—State distribution (as of 
Aug. 31, 1955) 
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TaBLE XI.—Applications received and their status—Regional distribution (as of 
Aug. 31, 1955) 








Dispositions of applications 
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GENERAL SERVICES ADMINISTRATION 


GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. C., September 15, 1955. 


Re summary of 12 months’ operations under Defense Production Act. 


Hon. Paut Brown, 
Chairman, Joint Committee on Defense Production, 
House of Representatives, Washington 25, D. C. 
(Attention: Mr. Harold J. Warren.) 

Dear CONGRESSMAN Brown: In compliance with your request of August 2, 
I am submitting herewith a summary of the operations of GSA under the Defense 
Production Act of 1950, as amended, for the past year. It is understood that 
the information is to be included in the Fifth Annual Report of the Joint Com- 
mittee on Defense Production to the Congress. 

With reference to a statement of action taken as a result of any recommenda- 
tion of the Joint Committee on Defense Production, as requested in your letter, 
please be advised that a separate report is being forwarded relative to the 
committee recommendations on the United States Tin Corporation. 

Cordially yours, 
Epmunp F, Mansure, Administrator. 


OPERATIONS OF THE GENERAL SERVICES ADMINISTRATION UNDER THE DEFENSE 
Propuction Act or 1950, as AMENDED, DurRING THE YEAR ENDING JUNE 30, 
1955 

AUTHORITY AND RESPONSIBILITIES 


The major responsibilities of the General Services Administration under the 
Defense Production Act of 1950, as amended, and Executive Order 10480, as 
amended, are as follows: 

1. Purchasing and making commitments to purchase metals, minerals, and 
other materials for Government use or resale, and performing or providing for 
inspection, refining, processing, transportation, and storage operations incident 
thereto. 

2. Guaranteeing private loans to contractors, subcontractors, and others when 
necessary to expedite production and deliveries or services under Government 
contracts for the procurement of materials or the performance of services for 
the national defense. 

3. Certifying to the Secretary of the Treasury or the Export-Import Bank 
of Washington the essentiality of making direct Government loans to aid in 
carrying out defense contracts, to the extent that such loans are a part of and 
in accordance with the terms of programs certified to GSA by the Director of 
the Office of Defense Mobilization (Defense Mobilization Order No. 1-7). 

4. Installing additional equipment, facilities, processes, or improvements to 
plants, factories, and other industrial facilities owned by the United States 
Government, and installing Government-owned equipment in privately owned 
plants, factories, and other industrial facilities. 

5. Encouragement of development and mining of strategic and critical metals 
and minerals may be exercised by the Administrator of General Services in 
carrying out any program certified to him by the Director of the Office of Defense 
Mobilization (Interior Defense Delegation 1). 

In an order effective November 12, 1954 (Defense Mobilization Order 1-13), 
the Office of Defense Mobilization transferred to the Department of the Interior, 
among other things, the programing functions theretofore performed by GSA 
with respect to the expansion of metals and minerals production. The Depart- 
ment of the Interior was given the responsibility for developing and recom- 
mending all expansion programs required for overcoming shortages of capacity 
or supply, including advice regarding probable financial incentives and aids. 

Due to the experience of GSA in this field and the fact that GSA executes 
such programs following approval by ODM, the Department of the Interior has 
indicated that close collaboration with GSA is essential in establishing or 
modifying expansion programs. 
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ACTIVITIES UNDER THE DEFENSE PRODUCTION ACT, AS AMENDED 


GSA operations under section 308 of the Defense Production Act of 1950, as 
amended, resulted in a net loss of $39,120,273 from all activities during fiscal 


year 1955. A summary of income and expense for the period July 1, 1954, to 
June 30, 1955, follows. 





Combined 


Minerals 
and metals 





Sales 
Cost SE SE Seen tear eee oe eek 


Other income: 


Gross operating profit or (loss) 


Operating expenses. 


Net operating (loss) - - 
Mineral pedton aemmade and loss on disposal of 


assets . 


Net (loss) 


$398, 874, 163 
418, 107, 578 


$398, 874, 163 
418, 107, 578 





(19, 233, 415) 


3, 617, 497 
3, 461, 117 
3, 759, 605 


(19, 233, 415) 

3, 601, “ 
2,81 

3, 759, 4 


$14, 876 
3, 458, 307 
61 





(8, 395, 196) 
30, 248, 042 


(11, 869, 604) 
25, 683, 678 


3, 473, 244 
4, 476, 582 





(38, 643, 238) 
477, 035 


(37, 553, 282) 
184, 508 


(1, 003, 338) 
~ 292, 527 








(39, 120, 273) 





(37, 737, 790) 











(1, 295, 865) 


Purchases and sales of minerals and metals during fiscal year ending June 30, 


1955, are shown in the statement below. 





Commodity Purchases 


Commodity 


Purchases 





Aluminum. . 
Asbestos .- : 
her ore 


alt 
} cape tantalum _. 


Copper. 
Cryolite.- 
Fluorspar . - - - 
Graphite. _. 





$136, 059, 517 
661, 554 


ee | 


$155, 887, 219 
~ "58, 138 
~ 4, 707, 703 

1 143, 342 | 

| 

i 


2, 396, 856 
1, 979, 244 





es. 





5, 814, 231 





2, 376, 795 





| 807, 030, 177 


398, 874, 163 








Note.—After transfers and sales, materials in the DPA inventory amounted to $441.7 million on June 30, 
1055. 


Inventory under the Defense Production Act (commodities in storage and in 
transit) as of June 30, 1955 





Commodity 


Meeting 
stockpile 
8 


tions 


Not meet- 
ing stock- 
pile s' 
fications 


Commodity 


Not meet- 
ing stock- 
pile speci- 


fications 





$15, 230, 367 


$28, 258, 509 


, 155, 901 
651 

10, 717, 814 
5, 843, 229 


210, 248, 769 
4, 955, 272 





306, 333, 181 
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SUMMARY OF EXPANSION PROGRAM STATUS 


Revised borrowing authority certificates for minerals and metals expansion 
programs were issued to GSA during the year for each expansion program that 
it administers under the Defense Production Act of 1950, as amended. The 
certificates were issued as a result of a GSA review of financial requirements of 
the commodity programs. The review was completed in December 1954 and 
was approved by the review board of the Office of Defense Mobilization. 

In addition to changes in certifications of borrowing authority, ODM author- 
ized GSA to extend the foreign mica program for 2 years. This action was based 
on requirements of the stockpile program. 

Revisions of the certificates related mainly to adjustment of financial require- 
ments for existing programs. Changes included new provisions for inventories 
that are to be held indefinitely ; separate certification for byproducts ; and separa- 
tion of amounts for operating, administrative, and interest expense, previously 
included as part of the commodity certificates. 

Specific recognition was given to the fact that DPA inventories will be held 
indefinitely under several commodity programs. In order to provide a reserve 
of borrowing authority for this purpose, working capital was certified for each 
such program. Other revisions of certificates were made to the extent necessary 
to place each commodity on an individual basis. 

As a result of the revised certificates, total borrowing authority authorized 
to GSA as of June 30, 1955, amounted to $1,216 million, The estimated probable 
net cost to the Government for each commodity or program relative to the gross 
transactions certified through June 30, 1955, is shown in the table below, in 
millions: 


Expansion programs certified to GSA, June 30, 1955" 
{Millions of dollars) 





Estimated ulti- 
Material or program Gros A gpd py ee tong 


ernment 








an 


BSRZSBpas 


$1, 441.3 
102.2 
606. 0 

1, 351.5 

Magnesium “ 1%. 9 

Manganese, metallurgical Dein ationd dccdoncpenewdns Liematedeedn 6nd ae é 371.9 


Molybdenum ........ ‘ 178. 9 
vi 1 NEL RT A ee OE TON Me Ser ate 721.0 


886. 6 
182.2 


Foenocsasd.co 














te 
is 
ce 
Cs 
£3 
ol 
5 
r= 
s 
= 
bbe 
© 

: 

z 

7 





1 No change through July 31, 1955. 


During the fiscal year new expansion programs were added for bauxite and 
synthetic manganese dioxide. The expansion programs for strategic chrysotile 
asbetstos, beryl, columbite-tantalite and battery grade natural manganese ore 
were completed. The requirements for strategic crysotile and asbestos were sub- 
stantially reduced and there was a significant increase in the supply of beryl. 
The goal for columbite-tantalite was reached nearly 18 months before the antic- 
ipated termination date because of the large flow of material from foreign 
sources. The goal also was reached for battery grade natural manganese. At 
the end of the year the active expansion programs pursuant to which efforts 
were being made to increase supply or undertake research covered refractory 
grade chrome ore, metallurgical grade manganese ore, mercury, mica, nickel, 
selenium, titanium, as well as bauxite, and synthetic manganese dioxide. 

Activities of GSA in a number of the commodity programs were carried on 
in liaison with several Government agencies concerned with the expansion of 
critical metals and minerals. This was necessary and desirable for the accumla- 
tion and exchange of information. 
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Close collaboration existed during the year with the Department of the 
Interior, Office of Defense Mobilization, Department of Commerce, Department 
of Defense, and the National Academy of Sciences. 

Problems encountered in the expansion of the production of titanium have 
required numerous meetings and conferences with these agencies. The prepa- 
ration of new basic data sheets for metals and minerals by ODM has required 
the assistance of the technical staff of GSA. Since November 1954, when 
responsibility for development of expansion programs for metals and minerals 
was delegated by ODM to the Department of the Interior, there has been close 
cooperation between GSA and that Department in formulating and revising such 
programs. 

The National Academy of Sciences, under agreement with GSA, conducts 
studies, surveys, and analyses of problems occurring in the treatment and metal- 
lurgy of metals and minerals with special emphasis on technical review of re- 
search projects proposed to GSA by industry. GSA depends upon this service 
to determine whether research projects require Government assistance and the 
extent of such assistance. In addition, GSA seeks technical information and 
advice from Government agencies such as the Bureau of Mines and the United 
States Geological Survey. 

The contracts administered by GSA require periodic field inspection by the 
Government. Much of this inspection activity is conducted by arrangement 
with the Department of the Interior; that agency inspects and makes reports 
upon specific projects as requested by GSA. During the current year, 22 in- 
spections and reports of this kind were made. 


ACCELERATED TAX AMORTIZATION 


Among the responsibilities of GSA in performance of Defense Production Act 
functions is the review of applications by producers of metals and minerals 
for accelerated tax amortization and the recommendation to ODM of action 
to be taken. 

Based on the recommendations of GSA, ODM approved during the year 18 
certificates of necessity for accelerated tax amortization. These provided for 
an accelerated tax amortization of $79.6 million on facilities having an esti- 
mated cost of $91.7 million. Those approved included 5 projects for iron ore, 
5 for uranium, 4 for titanium, and 1 each for ilmenite-rutile, columbium-tantalum, 
mica-columbium-tantalum, and lead. At the end of the year, 5 additional re- 
quests for accelerated tax amortization were pending in GSA. 


LOANS AND ADVANCES 
Advances 


During fiscal year 1955 there was a $17.2 million net increase, after adjust- 
ments, in total advances authorized by GSA for minerals expansion projects 
and machine tools. Of the $255.6 million advances authorized as of June 30, 
1955, $87.3 million had not been disbursed. 

Advances of $53.8 million were made to machine-tool manufacturers in cal- 
endar years 1951, 1952, and 1953. These advances provided the necessary work- 
ing capital for the production of over $180 million worth of machine tools. The 
losses in this program will be about $168,000, or three-tenths of 1 percent of the 
total advances. This is more than covered by interest collected. 


Advances authorized for minerals ewpansion projects and machine tools as of 
June 30, 1955 





Mineral Machine 
Status projects tools 





$201, 796,643 | _ $53, 781, 702 
¢ 114, 483, 669 
26, 650, 238 
124, 330 

87, 709, 101 
87, 312, 974 
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Government loans 

No new loans for materials expansion projects were made by either the Export- 
Import Bank of Washington, or the Defense Lending Division, Department of 
the Treasury (formerly Reconstruction Finance Corporation), during the 12- 
month period, on the basis of certificates of essentiality from GSA. After giving 
effect to changes in amounts of loans and cancellations previously recommended 
by GSA-—DMPA, the Export-Import Bank had approved 5 foreign loans aggregat- 
ing $43.8 million, and the Defense Lending Division had approved 13 domestic 
loans amounting to $95 million, or a total of $138.8 million for both agencies. All 
loans were for minerals projects. The status of these loans as of June 30, 1955, 


is summarized below. 


Government loans for minerals expansion projects recommended by GSA through 
June 30, 1955 





Status 





Total loans approved $138, 837, 542 $95, 060, 042 
Disbursed 74, 896, 675 52, 345, 042 
x 635, 916 236. 06 


Pp : . 1 
Outstanding ann ? 51, 945, 936 
| , 21, 225, 867 42, 715, 000 





Not disbursed 











1 Department of the Treasury. 
Norte.—The administration of these loans certified by GSA is the responsibility of the lending agencies 


Guaranteed private loans 

During 1955, one guaranteed private bank loan of $2.5 million was authorized. 
As of June 30, 1955, GSA had authorized the guaranty of 8 private loans 
amounting to $88.5 million for minerals and metals expansion projects, and 14 
loans amounting to $31.2 million for machine tool projects. A total of $79.6 
million was outstanding on 4 minerals and metals expansion project loans on 
that date, and $5.1 million on 3 machine tool project loans. 


PROGRAM EFFECTIVENESS 


Minerals research and development 

Activities during the fiscal year in connection with contracts and agreements 
made by GSA for research are summarized in this subsection. 

Under a contract with the Bureau of Mines, new processes for separating 
columbium and tantalum in combined ores were successfully completed through 
the pilot plant stage. The Bureau of Mines is also undertaking an investigation 
of selenium ore deposits and the extraction of selenium under contract with 
GSA. 

Geophysical exploration for chrome ore deposits in Cuba was completed by 
the United States Geological Survey under its agreement with GSA, and drilling 
in many promising areas so discovered is being undertaken. Two ore deposits 
already have been found. 

In a small scale subcommercial plant a process for recovery of metallurgical 
manganese nodules from Minnesota manganiferous iron ore was proved to be 
technically feasible. 

Two recent titanium research contracts provide for a pilot plant, using a new 
fused salt process for reduction by sodium, and for a pilot plant to reclaim 
titanium from scrap. A pilot plant for treating Cuban laterite ores for the 
recovery of nickel and cobalt was under construction near New Orleans, La., 
and it is expected to be in operation in the latter part of 1955. 

Several proposals were under consideration at the end of the year for research 
on manganese, chrome ore, titanium, and the recovery of nickel and cobalt from 
high temperature alloy scrap. 

Purchase contracts 


During the year GSA entered into 2 expansion contracts for titanium, 1 ex- 
pansion contract for nickel, and 1 for columbium-tantalum. Two purchase con. 
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tracts were executed, one for chrome ore and one for titanium sponge. Devel- 
opments by commodity during the year were as follows: 

Copper.—Four large copper properties covered by floor-price contracts came 
into production. These have a total annual productive capacity of approxi- 
mately 118,000 short tons. 

Columbium-tantalum.—An expansion contract was negotiated for the pro- 
duction and purchase by the Government of over 1 million pounds of combined 
pentoxide during a 5-year period from the largest known columbium-tantalum 
deposit in the United States. This deposit is located in Idaho. 

Nickel.—A contract was negotiated for the purchase of nickel and cobalt to 
be produced from Cuban laterite ore, provided that a research pilot plant also 
under contract is successful and the Government desires to proceed with the 
contract. The largest known nickel deposit in the United States, at Riddle, 
Oreg., commenced substantial production of ferro-nickel during the year, and 
is the first production of any consequence in this country. 

Titanium.—During the year the planned expansion of facilities for the pro- 
duction of titanium sponge was increased to an annual capacity of approxi- 
mately 22,500 short tons. At the end of the year more emphasis was being 
placed on research for new and improved processes than on expansion of facili- 
ties for existing processes. One facility near Chattanooga, Tenn., was nearing 
completion at the year’s end and construction at another near Ashtabula, Ohio, 
was making good progress. 


Minerals purchase programs related to small business 


GSA continued to be responsible for the operation of the depots for the pur- 
chase of domestically produced chrysotile asbestos, beryl, chrome, columbite- 
tantalite, manganese, and mica. It also administered the domestic purchase 
programs for tungsten concentrates and for manganese ore in carload lots from 
small producers, and the programs for the purchase of domestic and Mexican 
mercury. The table below sets forth the cumulative purchases under these pro- 
grams at the end of June 1954 and 1955. 


Report of purchases under domestic purchase regulations 


| | 
| Termination | Program | 
date limitation 


Cumulative pur- 
chases through — 





June 30, | June 30, 
1954 1955 


* 7 
| 
Units | 
; 


-|——_ -—-—--— —-—| 
} | } 

-| Oct. 1, 1957 | 1,500 | Short tons, crude No. | 963. 
| | land/or crude No. 2. | 


| Short tons, crude No. | 
' 


3. 
June 30, 1957 | 1,500 | Short dry tons, beryl | r 708 





ore. 

Long dry tons, chrome 60, 479 87, 833 

| ore and/or chrome } 

| | concentrates. | 

Columbium-tantalum........| Dee. 31, 1958 | 15,000,000 | Pounds contained | ? 5,409, 477 |11, 842, 162 
eombined pentoxide. 

Manganese: | 


Butte-Phillipsburg, | June 30,1958 | 6,000,000 | Long ton units, recov- 2611, 047 | 1,728,001 

Mont. | | erable manganese. 
Deming, N. Mex........./..... sil 6, 000, 000 ig igannin septa s 21,155,731 | 3,250,174 
Wenden, Ariz_.......-.- penton Ss OR ied cdenge aE a 836 | 6, 108, 316 
Domestic small producers. ; ' Long ton units, con- | 1, 357, 3, 642, 084 





tained manganese. | 

June 30, 1957 | Short tons, hand- | 3, } 6, 285 
cobbed mica, or | 
| equivalent. i 

---| July 1,1958 | 3, Short ton units, tung- | ? 1,034, 580 | 1, 930, 028 
| Sten trioxide. 








1 Quantities represent deliveries. 
2 Adjusted to conform with current reporting requirements. 


Note.—Chrome purchases are made under Public Law 520, 79th Cong. Columbium-tantalum regula- 
tion provides for both domestic and foreign purchases. Report includes both. Foreign forward commit- 
ments oaee =— the program limitation to be exceeded. No further purchases of foreign ore or concen- 
trates w made. 
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The domestic mineral programs covering the acquisition of asbestos, beryl, 
chrome, columbium-tantalum, manganese, mica, tungsten, and mercury were 
especially designed to aid small producers. 

The usual type of formal contracts by GSA are not required in these programs. 
Persons or firms desiring to participate have only to request participation, and 
they are granted a certificate of participation. This certificate does not obligate 
the person or firm receiving it to make deliveries, but if such persons or firms 
offer material which meets the specifications and other conditions of the purchase 
programs, the Government must accept and pay for the material. Bach delivery 
is considered a separate transaction. 

Some of the programs have no requirements as to the minimum quantity that 
must be offered in a delivery. Other programs provide for minimum quantities 
but they are kept as low as reasonable. For example, the minimum for deliveries 
of tungsten concentrates is 2,000 pounds, and that for manganese is 5 long tons. 

Payments for each delivery are made as soon as possible after the delivery has 
taken place. The time naturally varies with different materials on account of 
the variance in testing and assaying that has to take place. 

The programs are administered by regional offices of GSA. In the majority 
of cases the programs operate through purchase depots, such as those existing 
for asbestos, beryl, chrome, columbium-tantalum, manganese, and mica. In the 
case of tungsten, the material is accepted at the railhead nearest any milling 
point. Operation of the programs through the regions enables GSA to maintain 
close relationship with the producers. 

Participation in all the programs except mercury has been active, and the 
majority of the participants are small producers who in many cases would not 
be in production at all if it were not for these programs. As evidence of the 
interest in these programs, certificates of participation have been issued to more 
than 100 producers in connection with each of the programs for beryl, chrome, 
and columbium-tantalum; more than 500 in connection with each of the man- 
ganese programs; approximately 2,000 in the mica program; and 3,000 in the 
tungsten program. 

The program for the purchase of manganese at the Wenden, Ariz., depot was 
completed during the fiscal year. 

No deliveries were offered under the programs for the purchase of domestic 
and Mexican mercury. The price to be paid under these programs is $225 per 
76-pound flask, which includes the duty in the case of Mexican mercury. Deliv- 
eries were not made under these programs because market prices were in excess 
of this price. However, the market has been dropping steadily during recent 
months, and it is expected that deliveries of mercury may be made during the 
next fiscal year. 


Developments under two important expansion programs 


Developments under the nickel and titanium expansion programs are discussed 
below. 

Nickel. Domestic production by the Hanna Nickel Smelting Co. in Oregon 
got underway during the year, and the annual rate is expected to be 7,500 tons 
by the beginning of 1956. This annual production is. approximately 8 percent 
of the United States consumption. The product is ferronickel, an alloy of 
iron and nickel containing over 40 percent of that strategic metal. 

Construction of the expanded nickel-oxide facilities at Nicaro, Cuba, proceeded 
on schedule, and production is expected to start about October 1956. Output will 
add 75 percent to the production of the present plant. Other aspects of produc- 
tion at this plant are discussed in this report under the topic, “Operation of 
Government-owned Plants.” 

Titanium.—Planned production of titanium sponge under expansion contracts 
will total 22,500 tons annually by calendar year 1958. Annual production in 
calendar year 1955 is expected to be somewhat more than 8,000 tons and in 1956 
planned production will be 15,870 tons. 

As of June 30, 1955, there were 5,246 short tons of titanium in the Defense 
Production Act inventory. This excess of titanium sponge over industrial con- 
sumption has put a roadblock in the path of further expansion. The basic reason 
for this unconsumed production is the delay in designing titanium into military 
equipment, particularly aircraft. It is expected that this difficulty will be over- 
come in the near future. 

Research continued on improving production processes for titanium sponge 
and on reclaiming and utilizing scrap and contaminated metal. 
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OPERATION OF GOVERNMENT-OWNED PLANTS 


Of the Government-owned plants previously in operation by GSA with DPA 
funds, only the Nicaro nickel plant remained in operation at the end of the year. 
Present status of the magnesium, nickel, and graphite programs is summarized 
below. 

Magnesium.—The magnesium program under the Defense Production Act was 
discontinued November 1, 1954, when stockpile requirements were met and the 
Government discontinued purchasing the output of its Velasco, Tex., plant on 
lease to the Dow Chemical Co. Dow has exercised its option under the operat- 
ing lease and has extended its lease to operate the Velasco plant on its own 
account until January 31, 1958, with no provision for purchase of any of the 
output by the Government. Extension of the lease has precluded the neces- 
sity of closing down the plant and preparing it for extended standby at an 
estimated cost of $3.25 million in DPA funds. 

Of the 5 magnesium plants taken out of production in 1953, 3 have been laid 
away for extended standby, utilizing DPA funds, 1 is on permit to the Atomic 
Energy Commission producing metal for their own use, and all but the quarry 
portion of 1 facility is under lease to a private concern engaged in the production 
of ferroalloys. 

Nickel.—The Government-owned nickel plant at Nicaro, Cuba, continued in 
full operation during the year and produced approximately 29.5 million pounds 
of nickel oxide. The sintered nickel oxide now being produced at this plant 
has been well received by industry and provides a superior material for the 
national stockpile. In addition, the sintered oxide has been successfully con- 
verted to metallic nickel at pilot scale, and bids are being invited from responsi- 
ble companies for continuously converting a substantial portion of the production 
at Nicaro to metal on a “toll charge” basis. This accomplishment should mate- 
rially enhance the economic future of the Nicaro operation. 

The program to expand the production capacity of the Nicaro plant was ap- 
proximately 22 percent completed as of June 30. Completion to the extent of 
enabling operation of the expanded facilities is scheduled for the fall of 1956. 
To date there has been little interference by the expansion project with the nickel 
production, and every effort is being made to maintain or better the current high 
production rate throughout the expansion period. The present critical shortage 
of nickel for defense, for the national stockpile, and for civilian industries, indi- 
cates a continuing need for this program. 

A program for developing and mining newly acquired royalty-free ore bodies, 
including negotiations for acquisition of required surface rights, is in progress. 
Contracts were awarded and completed during the year with the Bureau of Land 
Management and the Geological Survey, both of the Department of the Interior, 
for a timber survey and a water survey, respectively, incident to the acquisition 
of required surface rights. 

Research to improve plant processes, to produce marketable byproduct metals, 
and to develop processes for extracting nickel from new ores is being carried on 
by the operating contractor, the United States Bureau of Mines and Batelle 
Memorial Institute. The pilot plant at Nicaro is being improved to enable testing 
the results of this research work. 

Graphite—The experimental program at the Benjamin Franklin graphite 
plant, Chester Springs, Pa., was terminated in January 1955. It was conclusively 
demonstrated that the plant is capable of producing not only the crucible grade 
graphite for which it was designed, but also a high grade of lubricating and 
packing graphite. However, plant limitations precluded simultaneous produc- 
tion of all grades without additional capital outlay. 

Based on a determination by the Office of Defense Mobilization that there is 
no present or mobilization need for this facility to justify its continued mainte 
nance, the Secretary of Defense has directed that the facility be removed from 
the national industrial reserve and declared excess. 


MAOHINE TOOL PROGRAMS 


Machine tool pool program 


This program, by which production of $1.25 billion worth of machine tools was 
assured, has been completed. Under the terms of the contracts, machine tools 
which the producer could not sell were sold to the Government at a price excluding 
the contractor’s profit and selling expense. In all, a total of 833 tools costing 
$10.9 million were purchased from these producers and placed in storage. Of 
this tiimibef, 222 tools costing $2.8 million have been sold ; 8. costing $182,000 have 
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been transferred to the facilities expansion program ; and 603 costing $7.9 million 
remained the property of the Government on June 30, 1955. These are available 
for sale for the Government by the producer at the producer's current net market 
price. 

The establishment of a standby machine tool pool order program that would 
be activated immediately in the event of another emergency has been proposed 
and is being considered jointly with the Office of Defense Mobilization, the Busi- 
ness and Defense Services Administration of the Department of Commerce, the 
Small Business Administration, and industry representatives. 


Machine tool facilities erpansion program 

Under this program, producers of machine tools were assisted by the Govern- 
ment in the expansion of their facilities to meet the demand for new tools 
required under the defense program. The Government purchased and installed 
equipment in plants of builders of machine tools and their subcontractors on a 
lease basis. A total of 121 lease agreements covering 2,738 tools were entered 
into, involving approximately $36 million in acquisition cost, transportation, 
installation, and subsequent removal expense on termination of contracts. 

As of June 30, 1955, a total of 2,395 tools remained on lease under 98 lease 
agreements and earned rentals of $2,990,000 during the fiscal year; 108 tools 
had been sold to contractors in possession under the purchase provision of their 
contracts, 4 have been transferred to the national industrial equipment reserve ; 
and 236 tools have been returned from lease and are stored in or adjacent to 
contractors’ plants or in GSA warehouses as part of the permanent industrial 
reserve for future emergency. 

Jointly with the Office of Defense Mobilization and the Business and Defense 
Services Administration of the Department of Commerce, requirements have 
been developed by types and sizes of machines which will be required in a pro- 
posed $64 million program designed to reduce the shortage of capacity to pro- 
duce turbines and turbine gears. At the end of the year, the method of financing 
such a program was being considered by ODM. 

Elephant tool program 

In addition to providing equipment for producers of machine tools generally, 
facilities have been furnished to producers of extremely large tools, commonly 
called elephant tools. Under this program, arrangements are made to maintain 
the expanded capacity for at least 10 years. Three contracts, covering 308 tools, 
have been entered into, involving $5 million for acquisition, transportation, 
installation, and subsequent removal costs. Of these, 307 tools costing $4.1 
million had been acquired and installed through June 30, 1955, leaving 1 tool to 
be acquired. A total of $0.9 million remains available for acquisition, transpor- 
tation, and installation of the 1 tool and subsequent removal expenses of all 
tools acquired under this program. 


Storage 

GSA has established two warehouses to store and maintain those tools acquired 
under the machine tooi pool program and those returned from lease when ar- 
rangements cannot be made to have them stored by the contractors in their 
plants. As of June 30, 1955, a total of 356 tools were stored in GSA operated 
warehouses. During the year work was completed in dehumidifying 85,000 
square feet of space in the Dixon, Ill., warehouse. This, together with heated 
space already available at the Kearny, N. J., warehouse, will retain these tools in 
an excellent state of preservation for any future emergency. 


DEPARTMENT OF DEFENSE 


ASSISTANT SECRETARY OF DEFENSE, 
Suprty anp Loaistics, 
Washington, D. C., September 23, 1955. 


CHAIRMAN, JOINT COMMITTEE ON DEFENSE PRODUCTION, 
Senate Office Building, Washington, D. C. 
(Attention: Mr. Harold J. Warren, Clerk.) 

Dear Me. CHARMAN: As requested in your letter of August 2, 1955, addressed 
to the Honorable Charles EB. Wilson, there is enclosed herewith a summary of 
activities performed by the Department of Defense under the Defense Production 
Act of 1950, as amended, during the period September 1, 1954, through August 


T. P. Pree. 
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DEPARTMENT OF DEFENSE ANNUAL REPORT TO THE JOINT COMMITTEE ON DEFENSE 
PRODUCTION TO THE CONGRESS 


The following programs and supporting activities were conducted by the De- 
partment of Defense under authority of the Defense Production Act of 1950, as 
amended, during the Wl beginning with September 1, 1954, and extending 
through August $1, 1955 
Priorities and allocations 
Expansion of productive capacity and supply 

(a) Certificates of necessity 

(b) Guaranteed loans 

(c) Utilization and improvement of existing production capacity 
Assistance to small business firms 
Industry Advisory Committee operations 
Industry Integration Committee operations 


PRIORITIES AND ALLOCATIONS 


Authority.—Title I of the Defense Production Act of 1950, as amended, and 
Delegation 1, issued by the Business and Defense Services Administration under 
Executive Order 10480, provide the authority for Department of Defense partici- 
pation in the national priorities and allocations program, in conformance with 
Business and Defense Services Administration orders and regulations. The 
Secretary of Defense, under the revised Defense Department Directive 4405.6, 
August 20, 1954, has delegated priorities and allocations authority to the Assistant 
Secretary of Defense (Supply and Logistics) and operational authority has been 
redelegated to the departments and associated agencies. 

Summary of activities —Uniform policies, with respect to priorities and allo- 
cations matters, and procedures for implementing these policies within the De- 
partment of Defense, are prepared and published by the Office of the Assistant 
Secretary of Defense (Supply and Logistics). This office represents the DOD 
in all matters pertaining to priorities and allocations and conducts a continuing 
liaison with the civilian control agencies, the Office of Defense Mobilization and 
the Business and Defense Services Administration, for purposes of recommending 
actions and cooperating with them in preparing and implementing the policies 
covering requirements, production and distribution as required in connection 
with approved military programs. 

The Supply and Logistics staff acts as claimant agency for the Department 
of Defense and associated agencies under the same programs as have been pre- 
viously in operation and for which continuing need for mobilization readiness 
is felt. Activities include (1) issuing requirements calls; (2) reviewing and 
consolidating the requirements for submission to ODM; (3) supporting the 
requirements before committees of ODM when required; (4) receiving and dis- 
tributing materials allocations; (5) preparing appeals for additional materials; 
(6) arranging for transfers, adjustments, and returns of materials. 

Priorities and allocations functions performed by the supply and logistics staff 
include (1) redelegation of authority to the military departments and associated 
agencies; (2) issuing policies and procedures to govern the use of this au- 
thority, and simplifying them where possible; (3) recommending special ac- 
tions to expedite deliveries to fulfill defense orders; (4) resolving conflicts within 
DOD; (5) maintaining controlled materials accounting controls; and (6) par- 
ticipating with ODM and BDSA in developing standby priorities and allocations 
systems for mobilization readiness. 

The first group of instructions to establish standby procedures have been ap- 
proved and are being issued in the DOD Emergency Priorities and Allocations 
Manual. Emergency planning operations and procedures were initiated and 
tested by Operation Alert. 

The military departments continued to perform various activities in support 
of the program, under the authority of the Defense Production Act, including: 
(1) assigning DO preference ratings to military contracts or orders; (2) au- 
thorizing production schedules and making allotments of controlled materials; 
(3) administering special distribution controls; (4) obtaining priorities as- 
sistance for individual DOD contractors who are experiencing difficulty; (5) 
auditing operations of DOD military establishments and selected contractors for 
compliance with instructions and regulations; (6) collaborating in simplification 
of procedures. 
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The Department of Defense military production urgencies system, designed 
to provide overall guidance on the relative urgency of military production, was 
approved by the Secretary of Defense and issued as DOD Directive 4410.4, dated 
August 17, 1955. Development of this system, which began in the previous year, 
also resulted in issuance on August 18 of DOD instruction 4410.5. This instruc- 
tion establishes policies and procedures for the development of the Military Pro- 
duction Master Urgency List. Approval of these two documents is a significant 
forward step to insure production of important military items at planned rates 
under current conditions and in the event of mobilization. 

Special procedures for priorities assistance were prepared in two noteworthy 
instances: Simplified procedures were developed and coordinated with BDSA 
and the military departments to expedite priorities assistance for defense con- 
tractors in the flood disaster areas. The procedures provided for automatic De- 
partment of Defense sponsorship and the prompt issuance of the necessary pri- 
orities assistance through the local office of the BDSA established at Hartford, 
Conn. Special procedures were established within the Department of Defense 
in the event of a prolonged copper industry strike to provide a central screening 
of requests for copper required to fulfill defense orders and to certify urgent 
cases eligible for the release of Government-owned copper in accordance with 
policies established by ODM. There have been 41 special assistance cases sent 
to BDSA involving copper or copper products, 14 of which were certified as 
eligible for Government-owned copper. 

Program effectiveness.—The priorities and allocations program maintained 
effectiveness in establishing and maintaining preferential treatment for the 
acceptance of defense orders, and provides adequate allocations for their ful- 
fillment. In general, problems requiring assistance because of material short- 
ages or difficulties were resolved expeditiously as a result of the procedures in 
use. Easing in the materials situation has created fewer problem areas than 
had been the case in past years. (1) Production reserves (set-asides) were 
maintained for the acceptance of defense controlled materials orders. (2) The 
DOD Priorities and Allocations Manual was maintained to provide uniform 
guidance to all agencies of the Defense Department in the discharge of DOD 
responsibilities. (3) Some additional simplification of the defense materials 
system was accomplished and maintained in mobilization readiness status as a 
standby program for emergency purposes. (4) Priorities support to cover 
materials for MRO and for installation of production equipment was continued, 
but only for defense contractors. (5) Titanium schedules were reviewed by 
DOD prior to issuance of delivery directives by BDSA to assure preference to 
defense orders. (6) An alphabetical and numerical preference list was main- 
tained to assist industry and Government in scheduling orders for machine tools 
for military needs. (7) The DOD master urgency list of the most important 
items and projects was revised twice during the year and supplemental indi- 
vidual item changes made as well to provide continuing guidance. (8) Work 
with civilian agencies to simplify priorities and allocations procedures, and to 
adapt them for use under full mobilization, was continued. 

During the year ending with August 31, 1955, 2,046 cases were processed re- 
questing special assistance to obtain materials, components, end items, and pro- 
duction equipment to fulfill military contracts, as compared to 1,751 in the pre- 
ceding year. The assistance that has been given in the past year has been of 
great benefit to specific programs of high urgency, in many cases. 

A simplified program adequate to secure acceptance and preference for de- 
fense orders of United States and friendly foreign countries and adaptable for 
use in early stages of full mobilization should be maintained. Shortage condi- 
tions which developed in the past year due to inadequate or unbalanced produc- 
tion and work stoppage emphasize the need for a continuing program to facili- 
tate defense deliveries. : 

The Assistant Secretary of Defense (Supply and Logistics) is continuing the 
development with ODM and BDSA of a simpler system, consistent with national 
policy, which will insure industrial support of military programs in the event of 
full mobilization and modifications for use in event of attack on the continental 
United States. 


EXPANSION OF PRODUCTIVE CAPACITY AND SUPPLY 


(a) Certificates of necessity 


Authority —The Department of Defense participates in the tax-amortization 
program by reviewing and commenting on applications for certificates of neces- 
sity to expand needed industrial capacity. The authority for this activity is con- 
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tained in Executive Order 10480 and section 124A of the Internal Revenue Code 
and title III of the Defense Production Act, as amended. 

Summary of activities —The numbers of applications for certificates of neces- 
sity processed within the Defense Department for the 12 months ending with 
August 31, 1955, were Army, 80; Navy, 102; Air Force, 100; and by OASD (S&L), 
107. 

Program effectiveness —About the same number of applications for certificates 
of necessity were processed within the Defense Department during the year 
ended August 31, 1955, as in the previous year. During 1954, however, the 
number of applications on which a Department of Defense review was requested 
had declined to about half of the number in 1953. The Department of Defense 
recommended approval of applications on the basis of the resulting improvement 
to the mobilization base or necessities of current procurement. 


(b) Guaranteed loans 


Authority.—The Department of Defense participates in the guaranteed loans 
program under title III, section 301, of the Defense Production Act of 1950, as 
amended, and authority delegated to the military departments by Executive 
Order 10161 (superseded by E. O. 10480). 


Summary of activities 





Amount of loans 





Amount of 
guaranty 





Applications pending as of 31 July 1954_. 

Applications received, 1 August 1954 through 31 July 1955... 
Applications approved 

Applications denied (disapproved, ineligible) 
Applications pending as of 31 July 1955 














Size of loans approved: loans approved 
$10,000 and under 


Conor 











= 000,001 to $2,500,000 
$2,500,001 to $5,000,000____ 
$5,000,001 to $1¢6,000,000_ 
$10,000,001 to $15,000,000___- 
$15,000,001 to $50,000,000. 
Over $50,000,000 

















CHOHH Oh Rh 





Total approved es 


(c) Utilization and improvement of evisting production capacity 


Authority.—Department of Defense activities related to title III of the De- 
fense Production Act of 1950, as amended, also included development and use of 
methods and procedures to utilize and improve existing production capacity. 

Summary of activities —Master numerical and alphabetical preference lists of 
Department of Defense contractors have been furnished to the Business and 
Defense Services Administration for each quarter during the year. These lists 
provide a basic mechanism for control of distribution of new machine-tool deliv- 
eries. They are provided to nearly 400 machine-tool builders for use in delivery 
scheduling. The Defense Department continued its participation with the 
Business and Defense Services Administration to obtain production equipment 
by directive and diversion action in order to expedite production of high-urgency 
military production and construction programs. Lists of high-urgency items 
pe projects were provided, and revised regularly, for use in directing priority 
actions. 
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The production equipment redistribution group of the Department of Defense 
lists all of the machine tools owned by the military services which are idle, 
and so available for redistribution. During the period from September 1, 1954, 
through August 31, 1955, 2,702 metalworking tools and other related production 
equipment were supplied to military contractors and to defense-supporting indus- 
tries through the work of this group. A total of 5,393 allocations of tools and 
equipment was made in connection with the redistribution of tools to defense 
producers during this period. 

During the year a program was set up to assure the accuracy and reliability 
of the production equipment inventory records. Inspection teams visited sites 
where tools were stored and compared the data contained in inventory records 
against specific tools for condition, type, and other information. The records 
were found to be reliable. 

The inventory of metalworking tools and related production equipment in 
inventory and available for use when needed totaled 57,917 items on September 1, 
1955, compared to 36,480 items a year earlier. 

The reserve tool and facilities program was advanced during the year by the 
allocation of the $100 million appropriated for fiscal year 1955, for the most part 
for aircraft program projects, The tools and equipment are being obtained in 
order to develop a balanced mobilization production base. All of the machine 
tools and other production equipment for which allocations were authorized 
were long lead time, generally extending beyond a year for production of the tool. 
The Air Force received about $84,624,326 under this program, the Navy about 
$14,270,470 and the Army $1,074,934. All of the equipment obtained is to be held 
for standby purposes, not used in current production, and for the most part 
will be put in place where it is intended to make use of it. For fiscal year 1956 
an equal amount, $100 million, has been appropriated for an additional incre- 
ment of machine tools and associated production equipment. Proposed projects 
with fiscal year 1956 funds are being screened by the Assistant Secretary of 
Defense (Supply and Logistics) to best distribute the funds. 

Interim policy guidance for the charging of rental for use of Government- 
owned machine tools and metalworking equipment was set up by Department of 
Defense Instruction 4215.2, January 14, 1955. This instruction established 
standard rates of charge for the rental of Government-owned equipment leased 
to defense contractors, both prime contractors and subcontractors in all tiers. 

In connection with the revision of Defense Department policy concerning the 
use of patents, technical data, and copyrights, the Armed Services Procurement 
Regulation was revised by the publication on January 4, 1955, of part 1, section 
IX, on patents. This revision stated that contracting officers are not authorized 
to negotiate for rights under background patents as an incident to contracts for 
supplies and service. Also, a subsequent revision with respect to foreign rights 
under research and development inventions was revised in line with recommenda- 
tions received from defense contractors. The problem of limiting use by the 
Government of technical data obtained from contractors is under active study 
within the Defense Department, and by cooperating industry representatives. 
Establishment of policy in this area is expected to ease contracting and produc- 
tion problems that have been encountered in the past. 

The conservation program of the Defense Department is an important part of 
the program for utilization and improvement of existing production capacity. 
The conservation program is concerned with the reduction of use of critical 
materials, substitution of less critical materials, standardization of type and 
design in order to promote greater utilization of available materials and produc- 
tion resources. During the year the basic Defense Department policy directive 
on conservation of critical materials was revised. Directive 4000.4, May 17, 
1955, has as its objective improving mobilization readiness through improving 
the balance of materials requirements against supply, and the prudent use of 
critical materials at all times. Policies to be followed by the military depart- 
ments are stated by this directive, and a list of critical materials with a material 
selection index is provided. Progress reports of conservation programs and 
savings will be continued in the future. 

A Department of Defense instruction relating to the use of critical alloying 
elements in jet-engine manufacture was issued on July 14,1955. This instruction 
implements, with respect to jet engines, the policy stated in the basic conservation 
directive 4000.4. The military departments are made responsible for assuring 
that maximum effort is directed toward obtaining optimum efficiency in the use 
of the critical alloying elements in jet engines. Specific maximum usages of the 
critical materials were set, but these limitations will not apply if engine perform- 
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ance would be prejudiced, inasmuch as the policy seeks to avoid any action which 
might impair or reduce performance. 

Program effectiveness.—Progress in connection with the programs carried on 
to expand productive capacity and supply has been achieved to a considerable 
degree during the year. The reserve tools and facilities program has firmed up 
with the placement of orders for long lead-time tools and equipment, and the 
development of a 3-year program covering aircraft projects as well as development 
of programs in other major equipment areas. The allocation and supplying of 
tools and related equipment to defense industries has been effective in obtaining 
the productive use of equipment and supplying immediate needs. In the field of 
conservation, the third annual report of military conservation activities revealed 
considerable savings to the Defense Department as a result of the various pro- 
grams covering critical alloying elements and other principal materials. Sav- 
ings were reported during calendar year 1954 of about 10.6 million pounds of 
copper, 1.2 million pounds of nickel, 2 million pounds of aluminum, and about 


800,000 pounds of chromium, as well as savings of other metals and other 
materials. 


ASSISTANCE TO SMALL BUSINESS FIRMS 


Authority—A continuous and vigorous program has been carried on by 
every agency of the Department of Defense in cooperation with the Small 
Business Administration, to provide the maximum assistance to small business. 
This program is continuing under the authority of the Armed Services Procure- 
ment Act of 1947 and the Small Business Act of 1953, as amended, in addition 
to the Defense Production Act of 1950, as amended. 

Summary of activities—A more comprehensive and effective small-business 
program was established in accordance with the revision of Defense Department 
small-business policy as stated in Department of Defense Directive 4100.10, 
December 16, 1954. This directive restated the policy of the Department of 
Defense that a fair proportion of the total purchases and contracts for supplies 
and services for the Department of Defense would be placed with small-business 
concerns whether as prime contractors, subcontractors, or suppliers. With 
respect to military prime contracts, this stated objective should be established 
by affording small-business concerns an equitable opportunity to compete. 
Specific policies were stated applying toe both advertised and negotiated pro- 
curements to give force and effect to the general objective and provide methods 
for affording small-business firms an equitable opportunity to compete. 

An instruction stating the policy with respect to subcontracting to small- 
business concerns was issued on April 19, 1955. Department of Defense Instruc- 
tion 4100.20 supplemented the general policy statement pertaining to small- 
business participation in the Defense Department program and stated that a fair 
proportion of total projects and contracts for supplies and services should be 
placed with small-business concerns. This is to be accomplished by measures 
designed to assure small-business concerns of an equitable opportunity to com- 
pete for defense subcontracts within their capabilities. One of the major pro- 
visions of this instruction requires that business firms receiving prime contracts 
in excess of $1 million which have substantial subcontracting possibilities are 
to be urged to establish a defense subcontracting small-business program. Small- 
business specialists of the Defense Department are to determine the adequacy of 
these programs and work with liaison officers appointed by the contractor to in- 
sure an adequate program. In order to obtain a measure of effectiveness of such 
programs a proposed plan for obtaining reports of subcontracting by defense sub- 
contractors is under development within the Office of the Secretary of Defense. 

Small-business participation and program effectiveness.—The small-business 
program has been promoted within the Department of Defense and given vigorous 
emphasis by the use of small-business specialists in the major procurement 
offices. Systematic effort has been applied to increase small-business participation 
by a continued active search for potential small-business suppliers; by including 
names on military bidders’ lists of small-business suppliers and potential sup- 
pliers who have made proper application for inclusion on the list; by soliciting 
bids or proposals from appropriate established or potential small-business con- 
cerns on a proportional basis with other concerns; by division of selected procure- 
ments into reasonably small and economically sound production lots, allowing 
sufficient time for bid preparation and phasing delivery schedules on a basis 
consistent with obtaining the fullest participation of small-business concerns. 
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During fiscal year 1955 small-business concerns participated as prime contrac- 
tors in military procurement, receiving total awards of $3.2 billion as shown in 
the following table: 


Net value of military prime contracts with business firms for work in the United 
States, fiscal year 1955 


{Amounts in millions} 





Total Army Navy | Air Force | ASPPA! 





TORR rrniciea itp ee Dine epnenipy ode apeess $14, 752 $4, 302 $3, 922 $6, 170 


Potential for small business._...._...-- $4, 642 $2, 730 $818 
Percent of total 31.5 463. 4 25, 13.3 


Awarded to small business : at $3, 214 $1, 834 $576 


Percent of total._.....__- 21.8 42.6 . 9.3 
Percent of potential 69. 2 67.2 73. 70. 4 
































‘ Armed Services Petroleum Purchasing Agency. 
INDUSTRY ADVISORY COM MITTEE OPERATION 


Authority—Industry advisory committees established pursuant to the pro- 
visions of the Defense Production Act, or other specific statutory authority are 
used in accordance with regulations based on principles promulgated by the 
Attorney General. These principles are set forth in Department of Defense 
directive 5120.6, dated April 28, 1955, relating to the Department of Defense 
committee management program, and administrative instruction (No. 26) relat- 
ing to industry advisory committtees., 

Summary of activities.—At the present time there are 7 industry advisory com- 
mittees under the sponsorship of the Office of the Secretary of Defense with a 
total of 21 subcommittees. There are 289 industry representatives serving 
on these committees, although in a few cases representatives may serve on more 
than one group. Areas covered by these 7 committees include: disposal of 
surplus property, electronic equipment, internal-combustion engines, power 
cranes and shovels, procurement and production, refrigeration and air condi- 
tioning, and the National Industrial Reserve Review Committee. The Blec- 
tronic Equipment IAC has 12 subcommittees; the Internal Combustion Engines 
{AO and the Refrigeration and Air Conditioning IAC each have 4; the Power 
Cranes and Shovels IAC has 1; other committees have none. 

During the last year Industry Advisory Committees on Packaging, and Air- 
craft were dissolved, the former in October 1954, the latter in May 1955. At the 
present time the Industry Advisory Committee on Industrial Security, which has 
been dormant for several years, and was not counted in the previous annual re- 
port, is being reestablished, work now being in process on a new charter. This 
Committee considers problems relating to means of protecting classified in- 
formation, plant protection, and clearance of industrial personnel to handle clas- 
sified matters, at the level of the industry’s security officer or administrator. 

The Committee on the National Industrial Reserve Review is under the spon- 
sorship of the Assistant Secretary of Defense (Properties and Installations) ; 
that on Industrial Security will be under the sponsorship of the Assistant Sec- 
retary of Defense (Manpower and Personnel); the remaining six IAO’s are 
under the sponsorship of the Assistant Secretary of Defense (Supply and 
Logistics). 

In addition to the committees sponsored by the Office of the Secretary of 
Defense the military departments have established 117 industry advisory com- 
mittees, some of which are specifically set up under the authority of the Defense 
Production Act of 1950, to assist them in any problems involving ammunition, 
weapons, vehicles, ships, food, and clothing and equipage. 

Under an agreement between the Secretary of Defense and the Director of the 
Office of Defense Mobilization the program for component studies has been placed 
under Office of Defense Mobilization sponsorship. Interagency committees have 
been set up in 58 of these component areas and the Department of Defense pro- 
vides representation and has set up a military working group for each. The 
Department of Commerce provides chairmanship to each of the 58 industry 
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advisory committees sponsored by the Business and Defense Services Admin- 
istration in these fields; each of them has named an industry task group which 
assists not only in developing industry capacity for these components, but also 
assists in the estimation of civilian demand for the component. Capacity esti- 
mates are matched against this demand including military requirements pro- 
vided by the Department of Defense. 

These groups include those on aircraft instruments, transformers, turbines, and 
gears, fasteners of several kinds, jeweled bearings, aluminum forgings, armor 
steel, and selected electron tubes, to list a few areas. Their studies may rec- 
ommend the purchase of equipment, materials, or partial production by the com- 
panies for individual reserves to be maintained by the companies. Funds are 
loaned by the Government through the borrowing authority under the Defense 
Production Act. In one production area, turbine and turbine gears, it was 
found that capacity was far short of mobilization need. In order to provide the 
additional capacity, $64 million will be loaned to industry to round out existing 
production facilities. 

Program effectiveness.—As the data on number of industry advisory commit- 
tees show, that is, a total of 124 such committees in active operation, continuing 
use is being made of this means of obtaining advice and assistance in a variety 
of fields of production, procurement, and supply. As mobilization planning pro- 
ceeds in various areas the use of such committes will remain a necessity in 
order to provide technical assistance. 


INDUSTRY INTEGRATION COMMITTEE OPERATION 


Authority.—Specifie authority has been obtained from the Attorney General, 
through the Office of Defense Mobilization, for the establishment of a total of 
24 industry integration committees under the voluntary agreements provisions 
of section 708, title VII, of the Defense Production Act as amended. 

Summary of activities—Two committees were discontinued during the year. 
Of the 24 remaining, the Department of the Army has responsibility for a total 
of 23 covering the fields of electronics, ammunition, tank-automotive equipment, 
weapons, and propellants, explosives and pyrotechnics. At the present time 3 
committees relating to 4.2 inch mortar shells and 20 millimeter projectiles and 
cartridge cases are in the process of dissolution, while 1 committee on J—57 en- 
gine production is in process of establishment. For items for which the Army 
acts as procuring agency for the Navy and Air Force the latter have liaison rep- 
resentatives on these committees. 

Program. effectiveness.—The activities being carried on by various committees 
is a measure of the value of these committees for planning purposes of all kinds. 
Their use has proven particularly helpful in production areas, including those 
concerning relatively new products and processes. 


INTERSTATE COMMERCE COMMISSION 


INTERSTATE COMMERCE COMMISSION, 
Washington 25, September 15, 1955. 
Hon. Pavut Brown, 


Chairman, Joint Committee on Defense Production, 
Congress of the United States, 
Washington 25, D. C. 
(Attention: Mr. Harold J. Warren, clerk of counsel of the committee.) 
Dear CHAIRMAN Brown: In compliance with requests from your office, I am 
transmitting herewith for inclusion in the fifth annual report of your com- 
mittee (1) a brief summary of operations of the Defense Transport Administra- 
tion under the Defense Production Act of 1950, as amended, covering the period 
October 1, 1954, to July 1, 1955, and (2) a summary report of the activities of 
the Interstate Commerce Commission under the Defense Production Act since 


the liquidation of the Defense Transport Administration, covering the period 
July 1 to September 1, 1955. 
Very truly yours, 


Owen CLARK, Commissioner. 
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DEFENSE TRANSPORT ADMINISTRATION 
Covering the period October 1, 1954, to July 1, 1955 


I, AUTHORITY FOR THE CONDUCT OF DTA PROGRAMS 


The authority under which the Defense Transport Administration conducted 
the programs described under item II is as follows: 
Defense Production Act of 1950, as amended (64 Stat. 798; 65 Stat. 1381; 66 
Stat. 296; Public Law 95, 88d Cong., 67 Stat. 129) 
Executive Order 10219 (16 F. R. 1983; 19 F. R. 3807) 
Executive Order 10480 (18 F. R. 4939; 19 F. R. 8807) 
Defense Mobilization Order I-7 (18 F. R. 5366, 6737) 
Defense Mobilization Order VII-5 (18 F. R. 6408) 
Defense Mobilization Order VI-2 (18 F. R. 8133) 
Defense Mobilization Order I-15 (20 F. R. 921) 
Organization Order DTA 1, as amended (15 F. R. 6728; 19 F. R, 4160) 


It. SUMMARY OF EACH DEFENSE TRANSPORT ADMINISTRATION PROGRAM, INCLUDING 
COOPERATIVE OPERATIONS WITH OTHER AGENCIES 


During the period covered by this report the activities of the Defense Transport 
Administration were primarily concerned with (a) tax amortization programs, 
and (>) mobilization planning and readiness programs. 

The programs conducted by DTA in the first-mentioned areas covered the 
processing of applications for certificates of necessity under subsection (e) of 
section 168 of the Internal Revenue Code (IRC) with respect to facilities under 
its jurisdiction. 

(a) Taz amortization program 

The following table summarizes the tax amortization program for the period 

September 1, 1954, through June 30, 1955: 


Number 


36 


Amount 


$45, 398, 374 


Applications pending (Sept. 1, 1954) __- 
Applications received ___. 472 590, 879, 649 


Applications processed 

Recommended for allowance 547, 862, 930 

Recommended for denial ; 10, 347, 120 

Transferred or withdrawn : : 750, 000 
Total processed ___- . * 57 558, 960, 050 
Applications pending (June 30, 1955) j 77, 317, 973 
Certificates issued 5 550, 368, 093 
Applications denied (including partials) : : ; 55, 158, 761 
Certificates canceled after issuance 











150 of the 427 applications recommended for allowance also' contained some facilities for which denial 
was recommended. 


Requests for reconsideration of tax amortization denials 


Applications pending (Sept. 1, 1954) 

Requests received during period 

SS Tk EPI, MERRION a ct i rte 1) deranc aa enign pwcaleapagn is rabigeg edap ete a 
MET WANT CPI CI hoi gre ee antennas mie aenpe uroneetabianes pat Sa oe oka 
Processed to ODM, partial allowance, partial denial 

Total processed_____-_-_ head iyi iil <c U esekiabh nich let ghiehcn dota dbiel siigha Reokacatpidiacdusaias 
Total pending (June 30, 1955) 


Requests for scope amendments 


Pending (Sept. 1, 1954 
Requests received during period 
Processed during period 
Pending (June 30, 1955) ~ 
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Requests for extension of time limitation of certificates 


Requests pending (Sept. 1, 1954) 
Requests received during period-- 
Processed to ODM 

Pending (June 30, 1955) 


Cooperation with other agencies 


In the establishment of general overall policy, including goals, this agency, as 
a member of the Ad Hoc Committee on Expansion Goals, met with other mem- 
bers to establish general policy and such expansion goals. The processing of 
applications also required the cooperation of other governmental agencies having 
an interest in the facilities involved. Conferences were held, records reviewed, 
and in some instances written substantiation of material was obtained. The 
agencies and items of mutual interest were as follows: 











AGENCY ITEMS OF MUTUAL INTEREST 


Interstate Commerce Commission Necessity for motor, water, and rail 
transportation facilities; miscella- 
neous information and transport 
statistics. 

Agriculture Necessity for cotton-storage and cold- 
storage facilities. 

Department of the Interior eo a for oil transportation facil- 

es. 

Department of Defense Necessity for various transportation, 
storage, and port facilities. 

Office of Defense Mobilization Creation of overall policy, the estab- 
lishment of procedures and the proc- 
essing of individual cases. 

General Services Administration Necessity for storage facilities for 
Government stockpiling. 


Effectiveness of program 


The degree of effectiveness of the program may be measured by the industry 
expansion of transportation, storage, and port facilities resulting from the incen- 
tive of accelerated tax amortization. The statistics below indicate by unit and 
dollar value the types of transportation, storage, and port facilities recommended 
for certification during the period September 1, 1954, through June 30, 1955. 





J 
Number | Dollar value 








Inland waterways: 
Tugboats . r wm $4, 612, 999 
Cargo barges. . .. SP 12, 040, 490 
EIS Ree an be eee ase gee RE Bet ee Ee do-...- 670, 724 
Terminal facilities ................-..--....sis.e.<++--.-...- applications. - 1, 161, 422 
road cars: 
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Activities under open goals 

Within the framework of an overall program offering the incentive of accel- 
erated tax amortization in order to obtain the cooperation of industry in accom- 
plishing the expansion of required facilities, specific goals were established. 
During the period September 1, 1954, through June 30, 1955, the expansion goals 
so established were frequently reviewed and revised in accordance with the 
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most recent estimate of needs. The following table indicates the goals recom- 
mended by DTA and approved by ODM which were active as of June 30, 1955, 

‘at which time the delegate agency functions were transferred to the Inter- 
state Commerce Commission. The table also shows expansion which had been 
certified as of June 30, 1955: 





To June 30, | Percentage 
1955 


Name of goal As approved completed 





1, 250 647 
436, 000 332, 643 

es 15, 500 11, 262 
Miscellaneous facilities (railroad) 3) 550, 995, 352 
Inland waterway vessels... ....- 3, 141 
Inland waterway terminal facilities (5 13, 344, 244 
Great Lakes ore carriers. _ _. 6 1 
Warehousing and storage facilities «4 61, 936, 766 
Motor terminal and repair facilities @) 42, 185, 736 
Port facilities g @) 52, 225, 793 














2 Open end. 
(b) Mobilization planning and readiness programs 


The responsibilities of the Commissioner of the Interstate Commerce Com- 
mission who is responsible for the supervision of the Bureau which administers 
the car service functions of the Commission, insofar as he performs functions 
pursuant to Executive Order 10480, as amended; Executive Order 10219, as 
amended; DMO I-7 and DMO VII-5, were definitively stated by the Director of 
the Office of Defense Mobilization in Defense Mobilization Order I-15 issued 
effective February 11, 1955 (20 F. R. 921). 

It is provided in the order that the Commissioner shall: 

a. (1) Exercise as required the priorities and allocations authority 
assigned to him by and pursuant to Executive Order 10480, as amended; and 
(2) advise with respect to orders, regulations, and directives as they may 
affect industries and facilities assigned to him. 

b. Develop, assemble, and evaluate data with respect to the requirements 
to be imposed on the domestic transportation, storage, and port systems and 
facilities assigned to him, under partial and full mobilization conditions. 

ec. Recommend establishment or modification of expansion goals and de- 
velop and recommend expansion programs with respect to domestic trans- 
portation, storage, and port industries assigned to him, including advice 
regarding probable financial incentives and aids for overcoming shortages of 
capacity or supply under partial or full mobilization conditions. 

d. Analyze the problems involved in maintaining an adequate mobilization 
base in the domestic transportation, storage, and port industries assigned to 
him, and recommend necessary programs. 

e. Develop, assemble, and evaluate data as to materials, equipment, sup- 
plies, manpower, and other requirements of such assigned industries under 
partial and full mobilization conditions. 

f. Investigate and make recommendations on application of members of 
industries assigned to him for accelerated tax-amortization certificates or 
Defense Production Act loans, guaranties, and procurement contracts. 

g. Develop and maintain programs, including the necessary orders and 
regulations, for the operation of the assigned industries under partial and 
full mobilization conditions and cooperate with the Office of Defense Mobili- 
zation and other appropriate agencies in planning other production and 
distribution controls related thereto. 

h. Provide guidance and leadership to assigned industries in the develop- 
ment of plans and programs to insure the continuity of essential operations 
in event of attack and cooperate with the Department of Commerce in the 

identification and rating of essential facilities. 

During the period covered by this report the Commissioner continued to carry 
out his assignment of defense mobilization responsibilities through the Defense 
Transport Administration, of which he was the Administrator. The area of 
the Commissioner’s responsibilities covers domestic transportation, storage, and 
port facilities in the continental United States, its Territories and possessions, 
which includes (1) railroad transportation; (2) street and highway transporta- 
tion, including for-hire carriers, private carriers, farm vehicles, interurban 
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transit systems, intercity buses, school buses, taxicabs, for-hire cars, ambulances, 
hearses, and private passenger automobiles; (3) inland water transportation, 
including vessels and port facilities on the Great Lakes, river systems, cavals, 
and harbors, for the transportation of cargo and passengers; (4) warehousing 
and storage facilities, including public and private refrigerated warehouses, 
general merchandise warehouses, household goods warehouses, grain elevators, 
cotton warehouses, tank storage for other than petroleum products, and other 
specialized types of warehousing facilities, both open and closed, except facilities 
owned and operated by or for a Federal Government agency; and (5) port 
facilities, including the structures, equipment, and other land and water gear at 
or contiguous to ports within the local traffic network, which affect the transfer 
or interchange of cargo and passengers between oceangoing watercraft and other 
media of transportation. 

Also, during the period covered by this report, the Commissioner continued 
to serve as Chairman of the Interagency Committee on Port Utilization (com- 
prised of representatives of the Department of Defense, Department of Com- 
merce, Department of the Interior, and the Defense Transport Administration). 
Likewise, he continued to serve as Chairman of the ODM Committee on Form 
of Wartime Transport Control Organization (comprised of representatives of 
the Department of Defense, Department of Commerce, and the Defense Trans- 
port Administration). 


(1) Wartime transport control organization 


Following a long period of continued study, a subcommittee of the ODM Com- 
mittee on Defense Transportation and Storage, chairmanned by the Adminis- 
trator of DTA, recommended a form of organization to control all forms of 
transportation during wartime. The report of the subcommittee was approved 
by the ODM on March 10, 1955. In approving the recommendations, the ODM 
committee authorized the subcommittee to undertake and make recommenda- 
tions with respect to the organizational structure of the war transport control 
agency, the purposes and functions of the several major subdivisions thereof, 
and their relations with each other and other Government agencies. On June 
30, 1955, the subcommittee agreed upon a report covering its recommendations 
to the ODM committee on the subsidiary assignment. 


(2) Interim and wartime plans for control of port utilization 


As a result of studies made over an extended period, the Interagency Com- 
mittee on Port Utilization, chairmanned by the Administrator of DTA, on Febru- 
ary 17, 1955, recommended to the ODM Committee on Defense Transport and 
Storage a plan for the control of port utilization during national emergency or 
war. The plan was approved by the ODM committee on March 10, 1955. In 
the event that enemy attacks occur prior to the establishment of an overall 
wartime transport control structure, the plan provides for an interim control 
of port utilization under the authority vested in the Director of the Office of 
Defense Mobilization, thus providing for emergency control of port utilization 
and for a rapid and smooth transition to a full-fledged wartime-control agency. 

In the report of the Subcommittee on Form of Wartime Transport Control 
Organization, referred to in paragraph (1) above, it was recommended that the 
port-control organization recommended by the interagency committee be made 
a part of the overall wartime transport control organization. This recommenda- 
tion was concurred in by the members of the interagency committee. 


(3) Survey team for defense transportation in target areas 


Due to the need of correlating emergency transport activities at the local 
level with overall national transportation plans and activities, the Office of 
Defense Mobilization, in cooperation with other interested Government agencies, 
initiated a survey of 30 selected target areas throughout the continental United 
States. The stated purpose of the survey is to ascertain the status in these 
areas of preparation for defense transportation in case of emergency. The 
survey, which is being conducted by a team consisting of representatives of the 
Defense Transport Administration, Federal Civil Defense Administration, De- 
fense Air Transportation Administration, and Department of Defense, is chair- 
manned by DTA. The plan of the survey team is to visit 2 of the localities 
each week until the 30 selected points have been visited. Up to July 1, 1955, 
the survey team had visited 24 target areas. 


71952—56——-15 
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(4) Development of transportation plans on problems incident to problems aris- 
ing from enemy atiack on the continental United States 

DTA continued to develop certain plans for the most effective use of the 
Nation’s transportation facilities, (@) in preparation for attack conditions, 
(b) under attack conditions, and (¢) in postattack rehabilitation, in compli- 
ance with Defense Mobilization Order VI-2 of December 9, 19538. During the 
period under consideration, a draft plan was completed within DTA for the 
utilization of public warehouse space by all Government agencies having mate- 
rial requirements for such space under war emergency conditions. The plan 
covers commercial-refrigerated, dry-merchandise, and tank-storage facilities. 
The plan is under study by a subcommittee of the ODM Committee on Defense 
Transportation and Storage. This subcommittee is chairmanned by DTA. 


(5) Rail detour plans 

With the assistance of the Bureau of Safety and Service of the ICC, DTA 
continued to develop rail-detour plans around major traffic centers, to be used in 
the event of destruction, in whole or in part, of these centers through enemy 
attack. Individual maps showing such detour routes have been prepared for 
57 primary target areas covering 74 cities. Each map is supplemented by a 
listing of all the major detour routes for the particular area, and the names of 
the railroads serving these routes. 
(6) Great Lakes 

During the period covered by this report, actual field work was undertaken 
and completed in connection with the Soo Locks project, which concerns the 
development of alternate methods for the transportation of iron ore in the event 
the Soo Locks become inoperable for any reason. The final report is expected 
to be completed about July 15, 1955. 

Also, during this period, a study was initiated by DTA in cooperation with 
Great Lakes carriers to develop a guide for the protection of Great Lakes ship- 
ping facilities from sabotage and enemy attack. 


(7) Estimates of possible domestic traffic load under full mobilization 


The study undertaken by the ODM Committee of Consultants on Railroad 
Equipment to estimate the requirements for freight cars, diesel locomotives, and 
rail passenger cars in event of a national emergency was completed and the 
committee reported its findings and recommendations to the Director of ODM 
on April 28, 1955. The Defense Transport Administration participated in the 
membership of the committee and on its staff. The committee estimated that 
in the event of a national emergency requiring full mobilization and extending 
over a 3-year period, there would be an estimated deficit of over 300,000 freight 
ears. The committee also found a deficit in rail passenger cars and predicted 
in any future war situation the civil passenger traffic situation would be far 
more difficult than in World War II, No particular deficiency was found with 
respect to locomotive power. 

The DTA staff study (referred to in the last annual report) to estimate the 
possible domestic traffic load during a 3-year period of full mobilization; to 
determine for domestic transportation a likely distribution of the total traffic 
among types of transport; to estimate probable capacity of present transporta- 
tion plant under assumed full mobilization conditions; to determine the degree 
of deficiency in present plant; and to determine requirements to make the plant 
adequate and to maintain and operate it under war conditions, has been further 
progressed to the point where an estimated distribution of the total traffic 
among the types of transport has been made and preliminary figures have been 
submitted as estimates of freight car requirements for each year of a 3-year 
period of full mobilization. This study, which is based upon a statistical ap- 
proach, will estimate the freight-car requirements for a period of full mobiliza- 
tion at a level considerably higher than that found by the ODM Committee of 
Consultants on Railroad Equipment. 


(8) Operation Alert 1955 and relocation tests Nos. 2 and 3 

The Defense Transport Administration participated jointly with the Inter- 
state Commerce Commission in Operation Alert 1955 and relocation test No. 8 on 
June 15, 16, and 17, 1955. During these exercises and at an earlier relocation 
test (No. 2, held on November 20, 1954) essential wartime functions of the 
Commission and of the Defense Transport Administration were tested. All of 
the principal officers of DTA and key officials of the Commission took part in 
the exercises. A number of general orders were prepared and simulatedly 
issued by DTA and ICC for the proper control of transport, storage, and port 
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facilities to alleviate the immediate situation as presented in the exercise. In 
addition, the DTA staff tested the communication facilities with the relocation 
site of ODM and other agencies, evaluated the impact of the hypothetical at- 
tacks on the capabilities of DTA and ICC, appraised the applicability of organi- 
zational plans and procedures for the operation at the relocation site during 
the initial phases of an emergency, determined the adequacy of the essential 
wartime functions of DTA and ICC and made an estimate of the communica- 
tion and administrative requirements at the relocation site. 

(9) Other activities 

(a) Mobilization production.—To review and advice ODM on present and 
future mobilization production plans; to review military and atomic-energy re- 
quirements and the related steel and copper, and aluminum mill set-asides under 
the defense materials system: and to review production programs and problems 
and to recommend action in the event of mobilization until such time as emer- 
gency Government organizations are established, the Director of ODM, on May 
6, 1955, established the Mobilization Production Committee and designated the 
Commissioner, or his representative, as a member thereof. Several meetings of 
the Committee were held in May and June. 

(b) Manpower.—DTA continued its membership on, and participation in the 
work of, the ODM Manpower Policy Committee. 

(c) Restrictive State legislation—During the period covered by this report, 
the Defense Transport Administration had oceasion to consider 9 separate bills 
introduced in 9 State legislatures, which dealt with restrictions on transporta- 
tion of explosives upon public highways by motortrucks. The measures were 
all drawn to the same pattern and would have had the effect, if passed, of making 
it so onerous and unprofitable for motor carriers to operate under their provi- 
sions as to practically eliminate such service. The Department of Defense rep- 
resented to the Defense Transport Administration its present need for such motor 
carrier service, as well as its prospective needs in times of national emergency. 
The Administrator, therefore, made known to the various legislatures involved 
that it was his considered judgment that such legislation, if enacted, would 
stand squarely in the way of effective utilization of the Nation’s transportation 
facilities and could seriously endanger the national defense effort. As of the 
close of the period, none of the measures had been adopted and it appeared from 
information at hand there was little likelihood that any of the States would 
adopt such a measure. 

(ad) Conelrad plan.—As a result of DTA’s contacts with land transportation 
agencies employing radio services, the question was raised with the Federal Com- 
munications Commission by the DTA as to whether or not, under proposed Conel- 
rad plans, stations in the land transportation radio services would be permitted 
to operate for civil-defense purposes during a Conelrad radio alert or civil-defense 
exercise. On February 16, 1955, the Chairman of the FCC advised DTA that 
such services would be permitted in civil-defense activities so long as such use is 
completely under the control of the radio station licensees and is confined to the 
accomplishment of specifically assigned civil-defense tasks logically related to 
the normal activities of the licensee. 

(e) Bomb damage study.—At the request of DTA, the railroads of the country 
have furnished the ODM with pertinent data regarding major rail terminal facil- 
ities, classification yards, repair shops, bridges, and tunnels. These data are 
required by the ODM in connection with the development of a systematic pro- 
cedure for bomb damage assessment in the event of an enemy attack on conti- 
nental United States. 

(f) Defense Warehousemen’s Association—During the Korean emergency, 
DTA sponsored the establishment of three defense warehousemen’s associations, 
one in Chicago, a second in New York, and a third in Philadelphia. These were 
formed under section 708 of the Defense Production Act of 1950, as amended, and 
because of antitrust features, required approval and clearance by the Attorney 
General of the United States. During the reporting period, the last of these 
associations, i. e., the one in Philadelphia, was liquidated at the request of DTA, 
there being no further present defense need for its continuation. 
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Ill. SUMMARY OF STANDBY PROGRAMS DESIGNED TO MEET ANY FUTURE EMERGENCY 


Standby programs, policies, orders, regulations, and procedures that would 
be required for full mobilization controls in any type of emergency have been 
developed by DTA for each of the segments of domestic transport, storage, and 
port areas subject to its jurisdiction. All of these programs have been devel- 
oped upon the basic concept that the domestic transport, storage, and port in- 
dustries would operate their own facilities; that industry should be given every 
opportunity to effect necessary controls by voluntary action prior to any imposi- 
tion of Government orders or regulations ; that Government orders or regulations 
would be issued only when the voluntary actions proved insufficient or when 
such orders or regulations would be necessary to protect the industry or required 
to give legality to its voluntary actions; and that the plans would be sufficiently 
flexible to allow progressive applications in varying stages, depending upon the 
degree of the emergency rather than jump from a peacetime operation directly 
to a full wartime operation. 

The DTA standby programs include measures and procedures with respect 
to both regulatory and claimant functions of DTA or a counterpart. The pro- 
grams cover (@) traffic movement; (b) conservation; (c) storage; (d) facil- 
ities, equipment, materials, allocation, and rationing; and (e€) manpower. The 
regulatory programs contemplate close cooperation with the Interstate Com- 
merce Commission in the promulgation of orders or regulations affecting those 
earriers with respect to which the Commission has authority. All of the pro- 
grams envisage that the field force needed to administer policies, orders, and 
regulations will be built around the existing field offices and personnel of the 
Interstate Commerce Commission. This technique was followed by DTA from 
its creation in October 1950 and proved effective, economical, and highly accept- 
able to the industries involved. 


IV. TERMINATION OF THE DEFENSE TRANSPORT ADMINISTRATION-—TRANSFER OF 
FUNCTIONS TO INTERSTATE COMMERCE COMMISSION 


By order dated June 27, 1955, effective July 1, 1955, the Defense Transport 
Administration was abolished and the functions, powers, responsibilities, and 
duties of the Administration were transferred and delegated to the Interstate 
Commerce Commission for administration and performance by the Commissioner 
who is responsible for the supervision of the Bureau of Safety and Service of 
the Commission. 

On June 30, 1955, the staff of the Defense Transport Administration was com- 
prised of 13 regular employees, 4 WAE consultants, and 5 WOC consultants. 
With the exception of one regular employee who voluntarily retired from Govern- 
ment service, all personnel, including consultants, were transferred to the Com- 
mission. Likewise, all of the property and records of the Defense Transport 
Administration were transferred to the Commission. 


TITLE 32A—NATIONAL DEFENSE, APPENDIX 
CHAPTER VIII—DeErense TRANSPORT ADMINISTRATION 
(Organization Order DTA 3, as amended; revocation) 
ORGANIZATION AND FUNCTIONS ; SUBMITTALS AND REQUESTS 
Organization Order DTA 3, as amended October 23, 1952, is hereby revoked. 


(64 Stat. 816; 65 Stat. 139; 50 U. S. C. App. 2154) 


This revocation shall be effective June 30, 1955. 
Issued at Washington, D. C., this 27th day of June 1955. 
(Signed) Owern CLARKE, 
Administrator, Defense Transport Administration, 
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20 F. R. 4550 
TITLE 32A—NATIONAL DEFENSE, APPENDIX 


CHapTerR VIII—DereNse TRANSPORT ADMINISTRATION 
(Organization Order DTA 1, as amended June 27, 1955) 


TERMINATION OF DEFENSE TRANSPORT ADMINISTRATION AND TRANSFER OF FUNCTIONS 
TO INTERSTATE COMMERCE COMMISSION 


Pursuant to Section 703 of the Defense Production Act of 1950, as amended, 
section 602 of Executive Order 10480, as amended, and paragraph 4 of Defense 
Mobilization Order I-7, as amended, and as the Commissioner of the Interstate 
Commerce Commission who is responsible for the supervision of the bureau which 
administers the car service functions of the Commission as set forth in para- 
graphs 10 to 17, inclusive, of section 1 of the Interstate Commerce Act, as 
amended, it is hereby ordered, That Organization Order DTA 1, as amended, is 
further amended to read as follows: 

1. The Defense Transport Administration, established by Organization Order 
DTA 1, October 4, 1950, is hereby abolished, and the functions, powers, responsi- 
bilities, and duties of the Administration and said Commissioner are hereby 
transferred and delegated to the Interstate Commerce Commission for admin- 
istration and performance by the Commissioner who is responsible for the super- 
vision of the Bureau of Safety and Service of the Commission. 

2. All orders, rules, regulations, certificates, directives, instructions, delega- 
tions, and other official actions relating to any function affected by this order, and 
all agreements and memoranda of understanding entered into by the Defense 
Transport Administration or the Administrator of the Defense Transport Admin- 
istration, which are in force at the close of business June 30, 1955, shall continue 
in full force and effect until superseded, amended, or revoked by proper authority. 

3. Committees established by the Defense Transport Administration, or estab- 
lished under the chairmanship of the Administrator of the Defense Transport 
Administration with the approval of the other Government agencies having rep- 
resentation thereon, and arrangements for representation of the Defense Trans- 
port Administration on interagency committees, panels, or working groups, which 
are in force at the close of business June 30, 1955, shall continue in effect until 
superseded or terminated by proper authority. 

4. Any reference to the Defense Transport Administration or to the Adminis- 
trator of the Defense Transport Administration in any order, rule, regulation, 
certificate, directive, instruction, delegation, or other official action, which is in 
force at the close of business June 30, 1955, shall, where required, be deemed to 
refer and apply respectively to the Interstate Commerce Commission and to the 
above-mentioned Commissioner. 

5. There is hereby transferred with the functions transferred and delegated 
to the Interstate Commerce Commission so much of the personnel, including con- 
sultants, property, and records of the Defense Transport Administration as the 
above-mentioned Commissioner shall determine to be required for the perform- 
ance by the Commission of the transferred and delegated functions. 

This order shall become effective July 1, 1955. 

Issued at Washington, D. C., this 27th day of June 1955. 


(See. 703, 64 Stat. 816, 65 Stat. 139, 50 U. S. C. App. 2153 ; See. 602, E. O. 10480, Aug. 
14, 1958, 18 F. R. 4939, 19 F. R. 3807; paragraph 4, DMO 1-7, Aug. 14, 1953, 18 F. R. 


5366, 6737) 
(Signed) Owen CLARKE, 


Commissioner of the Interstate Commerce Commission and Er Officio 
Administrator of the Defense Transport Administration. 


INTERSTATE COMMERCE COMMISSION 


For the period July 1 to September 1, 1955 
1. ORGANIZATION, STAFFING, AND BUDGET 


The functions and duties of the Defense Transport Administration transferred 
and delegated to the Interstate Commerce Commission, effective July 1, 1955, 
were redelegated for administration and performance to the Commissioner who 
ig responsible for the supervision of the Bureau of Safety and Service (herein- 
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after referred to as the Commissioner). The Commission also accepted on 
transfer from DTA its personnel, property, and records and assigned them to the 
Commissioner. 

To assist him in administering and performing his functions the Commissioner 
established in his office the Transport Mobilization Staff. It consists of 12 
classified employees divided into 2 groups—one concerned with mobilization plan- 
ning ; the other with tax amortization. Ten consultants—5 w. a. e. and 5 w. 0. ¢.— 
were appointed by the Commission to advise the Commissioner in the various 
areas of his responsibility. All of these consultants were serving the Defense 
Transport Administration at the time of its termination. 

The appropriation for the Interstate Commerce Commission for the fiscal year 
1956 includes $125,000 to carry out such defense mobilization functions as may 
be delegated pursuant to law. 


2. TAX AMORTIZATION PROGRAM 


The following table summarizes the tax-amortization program for the period 
July 1, 1955, through August 31, 1955: 


Number Amount 





Applications pending vers 1, ntanes 51 $77, 317, 973 
Applications received _. id dias cach eae 289 _ 8, 864, 260) 





Applications processed: 
Recommended for allowance !.._...............- 438, 547, 590 
Recommended for denial... ._- ERE OARS RII REC EIA 700, 300 
Transferred or withdrawn. .__-- Sed Bae tia cel Ge amine ° x 18, 100, 000 


457, 347, 890 








Total processed. __. 


Applications pending (Aug. 31, 1955) - 
Certificates issued - 


Applications denied (including Dartials). eceats 


Certificates canceled after issuance... 


407, 834, 343 
23, 378, 773 
3, 376, 136 
615, 500 





14 of the 139 pape tenne seal for allowance also contained some facilities aaa which denia al was 
recommen 


Requests for reconsideration of taw amortization denials 


Applications pending July 1, 1955 
Requests received during period 


Processed to ODM: 
Allow ance 


Total processed 
Total pending (Aug. 31, 1955) 


Requests for scope amendments 
Pending (July 1, 1955) 
Requests received during period 
Processed during period 
Pending (Aug, 31, 1955) 


Requests for extension of time limitation of certificates 
Requests pending (July 1, 1955) 


Requests received during period 
Processed to ODM 





Cooperation with other agencies 

In the establishment of general overall policy, including goals, this office has 
assumed the responsibilities previously delegated to DTA. The establishment 
of general policy and the processing of applications require the cooperation of 
other governmental agencies having an interest in the facilities involved. Con- 
ferences are held, records reviewed, and in some instances written substantiation 





JOINT COMMITTEE ON 


DEFENSE PRODUCTION 225 


of material is obtained. The agencies and items of mutual interest include the 


following: 
AGENCY 


Interstate Commerce Commission 


Agriculture 
Department of the Interior 
Department of Defense 


Office of Defense Mobilization 


General Services Administration 


Effectiveness of program 


ITEMS OF MUTUAL INTEREST 


Necessity for motor, water, and rail 
transportation facilities; miscel- 
laneous information and transport 
statistics. 

Necessity for cotton storage and cold 
storage facilities. 

Necessity for oil transportation facili- 
ties. 

Necessity for various transportation, 
storage, and port facilities. 

Creation of overall policy, the estab- 
lishment of procedures, and the 
processing of individual cases. 

Necessity for storage facilities for 
Government stockpiling. 


The statistics below indicate by unit and dollar value the types of transporta- 
tion, storage, and port facilities recommended for certification during the period 


July 1 through August 31, 1955. 


Inland waterway vessels_- 
Railroad: 
Freight cars... 
Passenger cars 
Locomotives 
Miscellaneous - _. wa 
Motor terminal facilities... 


| Number Dollar value 


56 34, 133, 984 


42, 893 338, 383, 189 
220 36, 631, 278 
322 50, 468, 396 

8 9, 523, 581 
1! 





590, 000 


Applications. 


Activities under goals 


Goals established by ODM upon recommendation of DTA were continued 
through August 11, 1955. On this date the ODM placed all transportation, stor- 
age, and port facilities goals in a suspense category pending a complete survey 
of the past effectiveness of the programs and the probable need for additional 
expansion. The following table indicates the goals and accumulative accom- 
ra under the goals from the inception of the program through August 
31, 1955: 





Name of goal 


To Aug. 31, | Percentage 
1955 completed 


As approved 





PIE WI thc atl clad sabes ine dies cern cchall mune ras rt 1, 250 
PYOGEIN GOTO. oo. ste ssse BILE Te BEX cabeaae 436, 000 
NNR iis itr SS aries chess ck ulet Seba ee eos 
Miscellaneous facilities (railroad) bain i hate igi I 
Inland waterway vessels... . eo ES ‘ 3, 923 | 
Inland waterway terminal facilities _ -- | 
Great Lakes ore carriers. --_...-..-- kekaos : 
Warehousing and storage facilities. ............................ 
Motor terminal and repair facilities _ __- 

Puct MeBNMS. oie r 





aa |... 
34, 866, 612 | 





1 Open end. 





3. Mobilization planning 


During the period covered by this report the Commissioner continued to de- 
velop and progress plans, programs, and procedures relating to utilization of 
domestic transport, storage, and port facilities in the event of war or national 
emergency requiring full mobilization. Following is a brief outline of progress 
made during this period under these projects: 
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(a) Wartime Transport Control Organization ——The ODM Committee on Form 
of Wartime Transport Control Organization, which is chairmanned by the 
Commissioner, filed with the ODM Committee on Defense Transportation and 
Storage on July 8, 1955, its supplemental report containing recommendations 
with respect to the organizational structure of the wartime transport control 
agency, the purpose and functions of several major subdivisions thereof, and 
their relations with each other and other Government agencies. The supple- 
mental report, with certain clarifying amendments, was approved by the Com- 
mittee on August 9, 1955. The main report of the subcommittee, approved March 
10, 1955, and the supplemental report as approved August 9, 1955, were in- 
corporated in a report of the ODM Committee on Defense Transportation and 
Storage to the Defense Mobilization Board. This Board, created by Executive 
order, is advisory to the Director of the Office of Defense Mobilization. The 
report was approved by the Board on August 24, 1955. 

(b) Survey team for defense transportation in target areas-—The ODM De- 
fense transportation survey team, which is chairmanned by a member of the 
transport mobilization staff, ICC, completed a field survey on transportation in 
80 selected target areas in the continental United States. The purpose of the 
survey was to ascertain the status in these areas of preparation for defense 
transportation in case of emergency. A detailed report on the findings, con- 
clusions, and recommendations of the survey team was submitted to the Office of 
Defense Mobilization on August 18, 1955. 

(c) Soo ltocks.—A task group instituted by DTA in March 1955 to study 
alternate means of handling essential traffic in the event the Soo locks should 
become inoperative for an indefinite period of time filed its report with the Com- 
missioner on July 15, 1955. The report explores the situation with particular 
reference to Lake Superior iron ore and makes recommendations for an alter- 
nate rail and water plan. It also makes recommendations for consideration 
of supplemental measures which lie outside the field of transportation. This 
pana aves sent to the Director of the Office of Defense Mobilization on July 

7, 1955. 

(d) Eavercise “Land Link” and NATO ewercise “Life Line”’.—Exercise Land 
Link, which is to be held Septemebr 21 through October 1, 1955, is formulated to 
provide a test, in part, of the emergency traffic plans and procedures of the 
United States military departments and the plans and procedures of the civil 
transport control agencies, which would be established under the Director of 
the Office of Defense Mobilization, during wartime or national emergency re- 
quiring full mobilization, under the plan for a wartime transport control organ- 
ization referred to above in section 3 (a). For the purpose of the exercise the 
Commissioner has been designated by ODM to act as Director of the domestic 
surface transport and storage agency and as the port controller, and preparations 
have been made by the Commissioner for participation in the exercise in both 
eapacities. BExercise Land Link will run concurrently with NATO Exercise 
Life Line, which is designed to test current NATO procedures for control of 
shipping. As a part of the NATO exercise there will be established a “ships’ 
destination room” in which the Commissioner will be represented in his two 
capacities. 

(e) Working group on transportation problems incident to enemy attack on the 
continental United States.—This working group, which is a subcommittee of the 
ODM Committee on Defense Transportation and Storage and is chairmaned by 
a member of the transport mobilization staff, ICC, met on July 12, 1955. It con- 
sidered certain phases of probable wartime rail and public warehouse problems. 
It also considered Operation Alert 1955 and Emergency Relocation Test No. 3 
and made certain recommendations for consideration in connection with future 
exercises of this type. 

(f) Estimates of possible domestic traffic load under full mobilization.—The 
Commissioner received on July 19, 1955, a staff study containing estimates of 
possible domestic freight traffic load during a 3-year period of full mobilization, 
distribution among types of transport, and freight-car requirements. The study 
is part of an overall study covering all forms of domestic surface transport. 

(9) Manpower and mobilization production.—During the period covered by this 
report the Commissioner was represented at and participated in the several meet- 
ings of the ODM Manpower Policy and Mobilization Production Committees. 
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DEPARTMENT OF AGRICULTURE 


DEPARTMENT OF AGRICULTURE, 
Washington 25, D. C., September 20, 1955. 
Hon. Pav. Brown, 


Chairman, Joint Committee on Defense Production, 
Congress of the United States. 

Dear CoNGRESSMAN Brown: In accordance with your request of August 2, 
transmitted herewith is the report of the operations of the Department of Agri- 
culture under the Defense Production Act of 1950, as amended, for the period 
September 1954-September 1955. 

In the preparation of the report we have endeavored to cover the points sug- 
gested in your letter. In general the format of the report is similar to the report 
submitted to your committee last year. Asin our previous annual defense report 
and in the regular quarterly reports, we have added a section covering defense 
activities assigned to the Department by Defense Mobilization Order I-9 and 
carried out under authorities other than the Defense Production Act. Because of 
the close relationship of the defense mobilization programs, it is believed that 
such activities will also be of interest to the committee. 

Sincerely, 


TRUE D. Morse, Acting Secretary. 
AGRICULTURE’s Derense Activities, SEPTEMBER 1954-SePreMBER 1955 
PROGRAMS AND AUTHORITIES 


A. repair oon mobilization programs of the United States Department of Agri- 
culture 

The following Ust indicates defense programs which were active at some time 
during the year under authorities stemming primarily from the Defense Produc- 
tion Act, as amended, and subsequent delegations of authority from the Office 
of Defense Mobilization pursuant to the act. 

(a) Determining food requirements for all uses in relation to supplies for 
the current period, stepped-up or full mobilization conditions; developing standby 
plans for food allocations and distribution for the various stages of mobilization. 

(b) Programing food production and carrying out special production-pro- 
curement programs. 

(ec) Determining requirements for nonfood materials and facilities needed to 
support the overall food programs in various stages of mobilization and pre- 
senting requirements to the appropriate agencies. Developing standby plans 
relating to the domestic distribution of farm equipment and commercial fertilizer 
and other materials as necessary for use under varying mobilization conditions. 

(@) Recommending expansion goals and encouraging necessary expansion of 
food and related facilities in cooperation with other agencies. 

(e) Cooperating with the Department of Labor and other agencies to insure 
the availability of manpower needed to carry out the food program both in the 
current period and in varying stages of mobilization. 

Other defense programs active during the year under delegations of authority 
from the Office of Defense Mobilization and authorities other than the Defense 
Production Act included : 

(1) Cooperation with selective service with respect to classification of regis- 
trants and cooperation with the military in connection with the recall of re- 
servists to active duty and the handling of discharge requests for essential agri- 
cultural activities. 

(2) Developing and carrying out a program to identify and protect vulnerable 
food facilities and cooperating with other agencies in a program to identify and 
protect vulnerable supporting industries. 

(3) Participating with the Office of Defense Mobilization in developing sta- 
bilization measures for food under emergency conditions. 

(4) Cooperating with the Office of Defense Mobilization in research and devel- 
opment of data and objectives relating to the national stockpile, and in carrying 
on research and development of substitutes for strategic and critical materials 
of agricultural origin. 

(5) Planning, developing, and carrying out the program designed to insure 


the continuity of essential functions of the Department of Agriculture in the 
event of all-out war. 
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(6) Bartering surplus agricultural commodities for strategic and critical ma- 
terials for the national stockpile and exchanging surplus agricultural commodi- 
ties for nonstrategic materials to meet the overseas program needs of other Gov- 
ernment agencies. 

(7) Negotiating agreements for the sale of surplus agricultural commodities 
for foreign currencies, a portion of which proceeds may be used for procurement 
of strategic materials for the supplemental stockpile. 

(8) Other defense and defense-related programs carried on by the Department 
during the year or in which USDA actively participated included the test exer- 
cises conducted by the Office of Defense Mobilization and the Federal Civil De- 
fense Administration in order to test the capability of coping with problems 
arising from hypothetical enemy attack on the United States. 

B. Authorities 

The authorities under which the Department of Agriculture conducted the 
defense programs during the year remained primarily unchanged. These author- 
ities included Executive Order 10480 (as amended by Executive Order 10547), 
issued pursuant to the Defense Production Act of 1950, as amended. Executive 
Order 10480 delegated to the Secretary of Agriculture general responsibility for 
the production and distribution of food which is defined to include all commodi- 
ties and products that are capable of being consumed by humans or animals, as 
well as fats and oils, naval stores, tobacco, wool, mohair, cotton, hemp, and flax 
fiber until they lose their identity as agricultural commodities. 

Following is a list of specific defense authorities of the Secretary of Agricul- 
ture which were active during the year. For the most part these reflect delega- 
tions based on, or contained in, the Defense Production Act and Executive Order 
10480 : 

DMO I-4, Agency responsibility in completing and maintaining the mobiliza- 
lion base.—Assigns to the Secretary of Agriculture responsibility for encour- 
aging the expansion of food and agricultural capacity and effecting the necessary 
shifts in production patterns by use, where appropriate, of Government aids, 
authority to proeure food and certain plant fibers, except abaca, for stockpiling 
or resale for industrial uses; estimating key elements of total feasible full mobil- 
ization requirements of existing resources and future availabilities to meet the 
requirements and of resulting deficiencies. 

DMO I-7?, Delegation of authority to certain officers and agencies.—Assigns 
to the Secretary of Agriculture priority and allocation powers with respect to 
food which includes authority to determine food requirements and to allocate 
food supplies where necessary to insure proper distribution of such supplies. 
The Secretary also is authorized to exercise priority and allocation powers with 
respect to the domestic distribution of farm equipment and commercial ferti- 
lizers. These authorities, however, as they apply to the general distribution of 
materials in the civilian market cannot be exercised without a finding of es- 
sentiality by the Director of the Office of Defense Mobilization. 

DMO VII-é5, Designation of supply and requirements.—Authorizes the Sec- 
retary of Agriculture to present requirements to ODM for nonfood materials and 
facilities for farm production, farm construction, and food processing and dis- 
tribution. 

The Secretary is authorized also to make recommendations to the Director of 
ODM for the issuance of certificates of essentiality for loans under section 802 
of the Defense Production Act and for tax amortization of facilities under sec- 
tion 168 of the Internal Revenue Code relating to food and plant fibers and the 
domestic distribution of farm equipment and commercial fertilizer. 

AS a guaranteeing agency under section 301 of the Defense Production Act, 
the Department of Agriculture is authorized to develop and promote measures 
for the expansion of productive capacity and to guarantee financial institutions 
against loss in financing contractors in connection with defense contracts within 
areas of production designated by the Director of ODM. 

The Department is directed by Executive Order 10480 to work closely with 
the Department of Labor in determining the Nation's labor requirements and 
supplies insofar as the food program is concerned, and there is sufficient flexi- 
bility in the order to permit other participation in the labor programs. 

The Secretary is a member of the Defense Mobilization Board which serves 
in an advisory capacity to the Director of ODM on all matters pertaining to 
mobilization activities. 

In addition, Defense Mobilization Order I-9, Assignment of Defense Mobiliza- 
tion Responsibilities to the United States Department of Agriculture, assigned 
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to the Department certain responsibilities under other authorities than the 
Defense Production Act. These authorities include the Universal Military 
Training and Service Act (selective service as it relates to manpower on the 
farms and in the food trade) ; National Security Act (specialized types of mobi- 
lization planning); and the Strategic and Critical Materials Stockpiling Act 
as it pertains to strategic and critical materials. 

In the latter part of the year some changes were made in legislation. The 
Defense Production Act amendments of 1955 add emphasis to preparedness 
programs which would reduce the time required for full mobilization in the 
event of an attack upon the United States. Other changes which could be 
significant for the Department of Agriculture’s defense programs include (1) 
the increased emphasis on the development of substitutes for strategic and criti- 
cal materials and (2) the creation of an executive reserve (although it appears 
unlikely that the Department will need a large executive reserve). 

The Department is aware of the emphasis placed on the role of small business 
in defense procurement by the Defense Production Act amendments of 1955. 
While the Department presently has no direct defense procurement activities, 
this factor will be taken into account in mobilization plans. Similarly, the 
current defense programs of USDA do not include active allocation actions, 
employment of WOC’s, or voluntary agreements. New statutory provisions 
relating to this subject will be given full consideration, however, in the Depart- 
ment’s defense planning and standby programs. 

The extension of the Universal Military Training and Service Act for a period 
of 4 years by the S4th Congress without major changes continues the authority 
for draft boards to grant occupational deferments to essential farmworkers. 
The recently enacted Reserve program will provide a wider choice of methods 
for discharging military obligations so as to result in the least interruption in 
farm operations. 

This report covers activities of the Department of Agriculture under the 
Defense Production Act of 1950, as amended, the Internal Revenue Code, and 
other activities carried out under the scope of Defense Mobilization Order I-9. 


REQUIREMENTS AND SUPPLY ESTIMATES AND DISTRIBUTION ACTIONS RELATING TO FOOD 


A. Requirements and supply estimates 


Primary emphasis in the current defense planning work is on data and meas- 
ures which would be essential in the event of nuclear attack upon the United 
States. Up-to-date supply and requirements data are maintained for each im- 
portant agricultural commodity. Such information provides the basis for the 
analyses of projected supply and requirements for various stages of mobiliza- 
tion for determining in advance the areas of probable surpluses or shortages. 
This information is also useful in the analysis of current and proposed peace- 
time programs. 

Special studies are now underway to determine area problems that might 
result from a nuclear attack. Lack of experience or background in dealing 
with conditions which might be expected to result from an attack upon the 
United States with nuclear weapons complicates our planning work. Prepared- 
ness for such an emergency involves detailed knowledge of the food situa- 
tion which might exist in all parts of the country under various attack; 
assumptions with specific knowledge of the probable deficits in the area; sup- 
ply as well as knowledge as to surpluses which might be drawn from other 
areas to meet such deficits. In consequence the requirements estimates sub- 
mitted by claimant agencies must be reviewed to take into account possible 
changes in the population and relative essentiality of the requirements of the 
various claimant agencies and groups. Supply estimates must be analyzed in 
relation to requirements taking into account agriculture’s capacity to shift types 
of production to meet changing conditions (this includes analysis of the requi- 
sites necessary to facilitate production shifts and incentives necessary to bring 
about such shifts), analyses of the capacity of the industries for food processing 
and distribution in order to determine areas where shortages due to potential 
bomb damage or changes in demand may be anticipated, food allocations for use 
in case of shortages, and background information necessary to evaluate requisites 
from other nations. 

The analysis of the cane sugar production and processing industry provides 
an example of the requirements and supply estimates developed during the year. 
An analysis was made of the eane sugar refining capacity under present and 
under maximum operations. 
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Stocks of primary distributors (cane sugar refiners, beet sugar processors, 
mainland sugar mills, and importers of direct-consumption sugar) were ana- 
lyzed throughout the year, together with sugar stocks in the hands of whole- 
salers, retailers, and industrial users. Data with respect to primary distributor 
total sugar deliveries by weeks and months and by types of buyers by quarters 
were also analyzed. 

At the request of the Office of Defense Mobilization, special studies were made 
of the supply and requirements for castor oil, sperm oil, and coconut oil. In 
the case of coconut and sperm oils, the United States is almost wholly de- 
pendent on foreign sources of supply. A continuing study is being conducted 
by the Department on possible substitutes for these oils based upon the research 
programs of the Department and information obtained from industry sources. 

During the year considerable advice and guidance on food problems was fur- 
nished to other agencies of the Government for their use in mobilization plan- 
ning work, in assembling background data and information on food supplies and 
food distribution patterns. At the request of the Federal Civil Defense Admin- 
istration, the Department assisted representative of FCDA and the Stanford 
Research Institute in planning the food phases of the SRI statistical analyses 
of civil-defense planning for the St. Louis area. Advice was provided on the 
types of information which are available and the possible sources of informa- 
tion on locations of food stocks, types of food usable in mass feeding operations, 
seasonal variations in types of stocks and the quantities of various products, 
and other related information useful in planning the food phases of civil-defense 
measures. In the process of developing the information needed to advise FCDA, 
additional information was obtained on sources of data on food supplies and 
stocks which will be useful in other mobilization planning work. 


B. Distribution actions relating to food 


No distribution controls relating to food under defense authority were active 
during the past year. 


FOOD PRODUCTION PROGRAMING AND SPECIAL PRODUCTION-PROCUREMENT PROGRAMS 


A. Castor beans 


For the first time since the Korean period castor-bean production in 1955 
was on a strictly commercial basis without any special Government incentive 
program. Likewise no Government program for castor-bean seed production 
was undertaken in 1955. A plan has been proposed to ODM, however, for 
maintenance of a Government-owned stock of castor-bean seed through periodic 
repropagation. This would insure a supply of seed in case mobilization needs 
made it desirable for the Government to again encourage and increase domestic 
eastor-bean production. The Department also has proposed that certain ma- 
chinery and facilities be stockpiled in connection with such a program due to the 
highly specialized types of harvesting and hulling equipment and storage facili- 
ties needed for castor-bean seed. 

The 1954 production of castor beans is now estimated at about 10.8 million 
pounds, practically all of which was acquired by the Commodity Credit Corpora- 
tion at the 6-cent per pound purchase rate. 

All but about 900,000 pounds of the 1954 crop of castor beans were sold by COC 
at 4.5 to 5 cents per pound. The 900,000 pounds have been reserved for seed to 
be used in the proposed castor-bean-seed stockpile program. 


B. Extra-long staple cotton 


The 1955 extra-long staple cotton crop was eligible for price-support loans at 
about 10 cents per pound less than the support price for the 1954 crop. The new 
lower support price is in line with the current market price and it is possible 
that some of the 30,000 bales now held under authority of section 303 of the 
Defense Production Act may be sold for domestic use. 


REQUIREMENTS AND SUPPLY ESTIMATES AND DISTRIBUTION PLANS FOR NONFOOD MA- 
TERIALS AND FACILITIES NEEDED IN SUPPORT OF THE OVERALL FOOD PROGRAM 


A number of studies of nonfood materials and facilities were completed in 
areas where agriculture is the primary consumer, such as farm machinery, 
equipment and operating supplies. These studies involved detailed research 
work in developing information on plant locations, production, and capacity sta- 
tistics from each plant and proportionate uses by agriculture of the items pro- 
dueed. Similar studies were undertaken for plants which manufacture ma- 
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chinery for food processing and packaging machinery as well as for numerous 

container industries. These studies are all designed to be used as working tools 

in the event of partial or full mobilization. As byproducts of these studies, how- 

— both Government and industry are finding them useful for various peace- 
e 

The Special Study of Farm Machinery and Replacement Needs for the years 
1953 to 1956 was extended during the year, incorporating the latest available 
production and distribution information and projected through the calendar 
year 1960. This study, together with illustrative tables and charts, was re- 
leased for publication in May 1955, and has been made available on a limited 
basis to members of the industry for their use in production scheduling and 
market research activities. 

Another study which has been in progress during the past year, in cooperation 
with the Department of Commerce, is the interdependence of manufacturing 
plants in the farm machinery industry, one upon another, for the supply of 
component parts which are incorporated into complete items of farm machinery 
and equipment. This study reveals the complex nature of the production of com- 
plicated end items such as farm machinery and equipment, and the fallacy of 
estimating production in terms of capacity of the available end item plants, 
without giving consideration to the flow of component parts from other plants. 
Based on the results so far obtained, consideration has been given to this factor 
in many phases of mobilization planning. 

In response to a request from ODM, mobilization requirements previously sub- 
mitted for industrial materials for agricultural construction were broken down 
into appropriate shapes and forms of controlled materials. USDA also assisted 
the Department of Commerce in making a similar breakdown for nonfood re- 
quisites for which that agency is the materials claimant. 

A survey was developed and completed during the year by the Department’s 
Rural Electrification Administration which obtained from all electric borrowers 
the construction plans and money requirements for rural electric system con- 
struction for the period 1955-60. This survey will be conducted annually and 
currently is underway for the period 1956-61. BEmergency loan procedures have 
been completed for the rural electric and rural telephone borrowers and a delega- 
tion of authority for use in an emergency also was prepared. 

The Pesticides Situation for 1954-55 was published in April 1955 to disseminate 
information as to production, consumption, and requirements of pesticides. 
This was the third in an annual series which is much in demand from the agri- 
cultural chemicals industry as well as agriculturalists. 

Similar information on fertilizer supplies was provided by the 12th in a 
series of annual fertilizer situation reports which was issued in September 1954. 
A supplemental report was issued in April 1955. 

The experience, knowledge and background data which have been accumulated 
in defense mobilization planning have provided a source of technical informa- 
tion for many groups, including not only various agencies in the Department but 
also other governmental agencies and private industry which have called upon 
this agency for counseling in connection with many varied types of activities. 
For example, Harvard University plans to introduce a course regarding the in- 
terdependence of agriculture and industry. The Departmert is cooperating with 
the university in providing material to be used in connection with this course, 
which will include studies with respect to farm machinery, equipment and 
operating supplies, food processing and packaging machinery and containers, 
fertilizer and pesticides. 

Since this information is not always available elsewhere, attached to this 
report is a summary of the supply-demand situation for nonfood materials, 
facilities and manpower used on the farm and by the food industry for the period 
covered by this report. Comparable information for food supplies, however, is 
available in other USDA publications (exhibit 1). 


EXPANSION OF PRODUCTIVE CAPACITY AND SUPPLY 


During the report period, the Department received no new applications for 
rapid tax amortization or defense loans for food or food facilities. The Depart- 
ment, however, did make recommendations on a very limited number of applica- 
tions for forest products industry plants. 
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MANPOWER NEEDED IN SUPPORT OF THE OVERALL FOOD PROGRAM 


The USDA continued to cooperate closely with the Farm Placement Service of 
the Department of Labor in the conduct of its current program. The effective- 
ness of this program is increasing and would contribute materially to the opera- 
tion of an effective farm labor program under full mobilization. Increased 
efforts are being made to more fully utilize local labor resources through stepped- 
up day-haul programs and more effective use is being made of the migrant farm 
labor forces through development of annual work plans and better guidance. 

The work of the President’s Committee on Migratory Labor is expanding and 
should result in improvement of living and working conditions of this segment of 
the farm work forces. Progress in the solution of the basic problems incident to 
the employment of migrant farm workers, such as housing, health and welfare, 
will contribute to the development of effective plans to meet agricultural man- 
power problems during a national emergency. A work committee in the Depart- 
pore stoon Agriculture works closely with committees of other departments in this 
activity. 

The Department also contributed to manpower programing and operations by 
providing current production information with respect to planted acreages, crop 
programs, estimated crop yields, man-hour requirements and other information 
valuable in manpower programing. Increased technology, including expanded 
mechanization, continues to reduce the number of workers required for agricul- 
tural production. These factors, while increasing the need for skilled and 
experienced workers, in preference to those who perform only “stoop” type labor, 
would be of extreme importance under full mobilization conditions. 

During the past year, two studies of the amount of labor used in farm produc- 
tion were published—Labor Used for Field Crops and Labor Used for Livestock. 
These publications contain estimates for major field crops and classes of livestock 
of the amount of labor used per acre or per head and per unit of the production by 
States in 1950 and also contain an analysis of changes over time. The Farm 
Placement Service of the Department of Labor has made extensive distribution of 
these publications in connection with their recruitment and placement programs. 

The USDA publication, Labor for Farm Work, which presented estimates for 
the United States of the total man-hours of farm labor needed in 1954 in com- 
parison with 1953 by enterprises and by months, is used by the United States 
Employment Service and other agencies in analyzing farm labor requirements. 

The USDA publication, Changes in Farm Production and Efficiency, was revised 
and brought up to date during the year. Supplements to this publication have 
been prepared giving information on a regional basis. 

A study of the effect of mechanization on supply and utilization of sugar-beet 
labor in northeastern Colorado has been initiated. Mechanization has clearly 
altered the need for seasonal workers, while at the same time, it has also in- 
creased the demand for skilled machine operators. 

The following manuscripts from studies which also have some bearing on 
defense planning were approved for publication: 

1. Migratory Farm Workers in the Atlantic Coast Stream, USDA Circular 
966. 

2. Unemployment and Partial Employment of Hired Farm Workers in Cot- 
ton Areas. 

3. Factors Affecting Mechanization of the Cotton Harvest in the High 
Plains. 

4. Labor Turnover and Labor Management Practices on Sheep Ranches. 

5. Labor Used for Livestock. 


FOREST PRODUCTS 


USDA participated in the work of the Interdepartmental Forest Products 
Advisory Committee of the ODM, particularly with regard to mobilization plans 
for stockpiling emergency requirements for forest products and timber access 
road programs. 


OTHER DEFENSE MOBILIZATION FUNCTIONS CARRIED OUT UNDER AUTHORITIES OTHER 
THAN THE DEFENSE PRODUCTION ACT OR IN ACCORDANCE WITH DMO I-9 


1. Manpower as it relates to selective service and the military 


A Department representative continued to serve on the Interdepartmental 
Committee on Essential Activities and Critical Occupations. This Committee is 
reviewing the standby lists of essential activities and critical occupations for 
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use as guides in military manpower procurement. Continuous review of these 
lists is being made to assure that those activities and occupations which are 
necessary under full mobilization conditions are recognized and are given consid- 
eration during periods when manpower supplies may become extremely limited. 

The development of plans to meet farm manpower needs under full mobiliza- 
tion progressed during the year. The Manpower Policy Committee of the Office 
of Defense Mobilization on which USDA provides representation is developing 
policies for assuring effective use of manpower supplies for military and essential 
civilian activities. Manpower required to produce food and fiber is recognized 
as an essential civilian activity. 


2. Protection of facilities and stocks 


In furtherance of the request of ODM, received in February 1954, the Depart- 
ment during the year continued to review the adequacy of the mobilization base 
and the extent to which essential processing facilities for agricultural commodi- 
ties are concentrated in areas considered to be most vulnerable to nuclear attack. 
An analysis is being made for each processing industry, starting first with those 
believed to be concentrated in critical target areas. 

Where food and supporting industries are concentrated to some extent in so- 
called target areas an analysis is made to determine whether there would be 
sufficient capacity outside these target areas to meet minimum wartime proc- 
essing requirements and, if not, what measures could be taken to minimize the 
problems of the industry in case of nuclear attack. These measures include the 
possibilities for plant protection, location of new plants outside target areas, 
increasing plant capacity outside target areas, storage of stocks of finished goods 
in nonvulnerable areas, and stepping up production in wartime in the remaining 
plants. Plans are being made to discuss these problems with representatives of 
the affected industries. The completeness of the analyses of the proportion of 
the capacity in vulnerable areas and the need for measures to reduce wartime 
vulnerability varies by industries. This information on plant locations and 
capacity has never before been assembled in Agriculture and is proving useful 
not only in defense mobilization planning but also in other activities of the 
Department. 

Reports for the following major processing industries were completed during 
the year and submitted to ODM, or the industries are currently under study: 


Meat packers (federally inspected Primary bakeries 
only ) Rye flour mills 
Flour mills Yeast plants 
Durum flour mills Condensed and evaporated milk plants 
Margarine manufacturers Grain elevator storage 
Soybean processors Wholesale grocers 
Copra processors Feed mixers 
Linseed oil processors Beet sugar refiners 
Tung oil processors Meat canners 
Corn oil processors Poultry canners 
Soybean oil refiners Malt makers 
Rice mills Shortening manufacturers 


Upon completion of the individual industry reports. a consolidated report 
stressing interrelation of the various essential industries and possible problem 
areas in wartime is scheduled in order to summarize potential wartime problems 
in the food field. 

In connection with the vulnerability of food stocks, periodic analyses were 
initiated during the year, which will be continued showing stocks of butter, 
cheese, dry milk, refined cottonseed oil, dry edible beans and milled rice in the 
inventories of CCC with the location and quantity of these stocks by States, 
towns, and cities in potential target and critical target areas. 

Vulnerability studies were initiated also in numerous nonfood areas. Data 
and planning information were assembled for several segments of the food 
machinery industry including those which manufacture machinery for the 
processing of the following commodities: Dairy products, bakery goods, bottling 
except dairy, meat and poultry, flour and grain, sugar, food packaging and cotton 
ginning. These data show the location and percentage of national production 
of the companies manufacturing the foregoing food machinery. 

Likewise, vulnerability studies and analyses are in various stages of com- 
pletion for the following items of food containers and packaging materials: 
Tin plate, meta] cans, milk shipping cans, steel drums, fiber drums, fiber cans 
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and tubes, fiber boxes, paper milk cartons, milk bottle crates, paper shipping 
bags, textile bags, harvester twines, fruit and vegetable boxes, baskets, crates, 
and hampers, glass food containers, closures, cellophane, polyethylene, and saran. 

As in the case of the food processing industries, these studies record the lo- 
eation of each manufacturing facility ; capacity of the facility where available, 
and extent to which the capacity currently is utilized. The information is sum- 
marized in total for each type of end product and also summarized into two 
groups—those within critical target areas and those outside critical target areas. 
Studies also were made of the effects of an international emergency on the United 
States supply of raw fibers for food containers and cordage. 

Similar information and background data have been assembled for pesticide 
and fertilizer materials. Analyses have been made of both the many end products 
and the raw materials which go into these end products. 

As a part of the facilities vulnerability studies, a mapping project was initiated 
by the Department during the year showing the location of essential facilities 
in potential critical target areas. The target area city maps show through 
the medium of three transparent overlays food facilities which could have 
national significance such as sugar-refining facilities, cold-storage warehouses, 
meat slaughtering and processing and similar facilities; nonfood facilities such 
as farm machinery and food processing machinery and can companies; food 
with local significance such as bakeries, dairies, and feed mixers. The keys 
to the maps list for each city the name and address of each facility and the 
total annual output. The maps provide a graphic summary of the location and 
output of the food and supporting nonfood industries which would be useful as 
a basis for facilities protection, computation of attack damage, relocation, or 
rehabilitation of essential facilities in the event of an attack upon the United 
States. Substantial progress was made in plotting plant locations on the critical 
target area maps and duplicate sets of maps completed have been deposited in 
the USDA national relocation center. 


8. Stabilization planning 


At the request of ODM an analysis was made of indirect measures which 
might help to stabilize prices and reduce inflationary pressures on important 
agricultural commodities during a wartime emergency. Certain amendments 
of the Commodity Exchange Act would permit that act to be used to control 
commodity speculation and inflationary trading. While indirect price controls 
normally are associated with overall monetary and fiscal policies of the United 
States, wartime programs designed to increase food supplies and insure their 
proper distribution would also help to reduce inflationary pressures. These 
would include, for example, efforts of the Department of Agriculture in time 
of short supply to stimulate increased food production, to promote and en- 
courage the efficient utilization of food and feed, and to coordinate Government 
food procurement. 


4. Stockpile research and experimental programs on strategic raw materials of 
agricultural origin or potential substitutes 

(a) The Department cooperated with the Office of Defense Mobilization in 
earrying out its stockpiling responsibilities as directed by Public Law 520, 
79th Congress, and the President’s Reorganization Plan No. 3 of 1953. Rep- 
resentation was provided on a number of ODM committees including the Inter- 
departmental Materials Advisory Committee, the Interdepartmental Fibers 
Advisory Committee, and other groups concerned with stockpile objectives, pro- 
curement policy, supporting programs, and a wide variety of materials affecting 
the nature and operation of the stockpile program. Periodic reports were 
submitted to ODM for inclusion in the semiannual stockpile report to the Con- 
gress on the progress of production and research programs for strategic ma- 
terials or substitutes therefor of agricultural origin. Information and data 
were furnished relating to overall economic aspects of domestic and foreign 
requirements, supplies, and demand for strategic agricultural materials. These 
data are used by ODM committees in developing basic studies and initial 
recommendations on which the Interdepartmental Materials Advisory Commit- 
tee bases its final recommendations to the Director of ODM. 

(6) Research and development programs: The Department continued its 
research and development programs on numerous strategic and critical materials 
of agricultural origin and substitutes therefor as directed by the Stockpiling 
Act. Following is a summary of the progress and results of these programs. 
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(1) Chemicals 


(a) Belladonna.—The stockpile of belladonna seed sufficient to grow about 80 
percent of the average annual requirement was maintained. A small planting 
was harvested in October 1954 to provide replacement for some of the stored 
seed which showed loss of viability. In the event of an emergency the seed can 
be placed in the hands of experienced growers in areas known to be suitable for 
production of belladonna. 

(b) Digitalis —Pursuant to a request from Office of Defense Mobilization, the 
Department has made arrangements to obtain from plants grown this season a 
stockpile of digitalis seed suitable for planting a domestic crop in case of an 
emergency. The amount of seed to be stockpiled provides a reasonably safe 
margin above the minimum estimated requirements. 

(c) Opium.—Semiannual germination tests were made on the opium poppy- 
seed held for emergency planting. The seed produced in 1951 and germination 
tests in January 1955, showed a small but consistent decrease in viability. If 
the viability loss continues at the same rate, it may be necessary within 2 or 3 
years to consider replanting a part of the stored seed or a new variety from the 
poppy-breeding program to maintain satisfactory seed stock. 

The poppyseed stockpile, together with the method recently developed for 
extracting morphine from dry capsules, provides a basis for producing a substan- 
tial portion of the national morphine requirement within 2 or 3 years after 
declaration of an emergency. 

(ad) Pyrethrum.—A small amount of breeder’s seed is maintained as basic 
stock but is not a sufficient quantity for starting a significant commercial pro- 
duction program on short notice in the United States. 


(2) Cordage fibers 


(a) Hemp.—Hemp has been grown experimentally during the past 3 years in 
Wisconsin, where commercial production is centered, and for 4 years in western 
Kentucky and southeast Missouri. These tests were grown in order to evaluate 
southeast Missouri and western Kentucky for growing hemp if expanded pro- 
duction were necessary. The results of these tests indicate that fair to high 
yields of high-quality fiber can be obtained on soils of medium to high fertility 
in this area if drainage is good and if rainfall is adequate. Under drought con- 
ditions fiber yields were reduced relatively more than were the yields of surround- 
ing crops. If grown on soils of limited drainage, which is characteristic of 
many soils in this area, it cannot withstand excessive rainfall—especially early 
in the growing season. Under ideal growing conditions in Kentucky and 
Missouri, the fiber strength was comparable to that grown in Wisconsin. How- 
ever, the strength of the fiber from hemp damaged by drought or excessive 
moisture was much less. The results indicate that it is more difficult to produce 
uniformly high-quality fiber in this area than where it is now being grown 
commercially. 

Hempseed storage studies were continued. Seed stored with 8 percent or 
lower moisture maintained original viability for 6 years at 50° F. or lower 
temperatures. Seed stored at 70° F. with a moisture of 6 percent also main- 
tained original viability after 6 years, but with 8 percent moisture was unfit 
for planting after 3 years. 

(b) Kenaf.—The breeding of kenaf strains which are resistant to Colletot- 
richum tipblight is being continued. Kenaf grown in Florida and in Cuba for 
testing reactions of varieties and strains to Colletotrichum hibisci indicate that 
what has been designated as race 2 of the organism occurs in both Cuba and 
Florida. Host-parasite relationship studies demonstrate the importance of 
temperature to infection. Kenaf plants held at 30° C. for 24 hours after being 
inoculated with Colletotrichum hibisci failed to develop striking symptoms of the 
disease. Plants held at 20° and 25° C. after inoculation exhibited severe injury 
and symptoms. Information of this nature is important when evaluating breed- 
ing material for resistance to the disease. 

Kenaf seed storage tests were continued. Seed stored under natural condi- 
tions in Cuba for 1 year decreased in germination from 90 percent to 3 percent. 
In a dehumidified room in Cuba, the seed fell only 5 to 25 percent in germination 
in 1 year. The temperature and humidity at which the seed is held has a 
significant effect on viability. 

(c) Phormium.—Arrangements have been made with the Oregon State Forest 
Service for planting a few acres of phormium for pilot-plant trials. These will 
provide data on the economics of production and fiber for spinning tests. Proc- 
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essing is expected to cost less than for most leaf fibers that are now being grown 
commercially because of the high percentage of fiber in phormium leaves. About 
400 pounds of phormium fiber have been prepared for the purpose of having a 
spinning test made. The objective of the test is to obtain the views of the 
cordage industry as to the quality of the fiber produced from the Department’s 
experimental plantings. 

(d@) Sansevieria.—The rather low temperatures in south Florida during the 
past winter provided an opportunity for evaluating the cold tolerance of san- 
sevieria species and breeding lines. Differences in cold tolerance among the 
species and among clones within a species were evident. Some clones were 
affected very little while other clones were severely injured. This will aid 
materially in breeding improved, cold-resistant strains of sansevieria. 

The first planting of the pilot-plant operation near Lake Worth, Fla., is grow- 
ing well. Weed control and fertilizer practices as developed from experimental 
studies appear to be proving satisfactory in the fleld-scale planting. The second 
year’s increment in the field-seale planting studies was made during April and 
May. 

(3) Oils—Castor beans 

Production.—Several new varieties tested in plot trials in California yielded 
more than 4,000 pounds of beans, equivalent to a ton or more of oil per acre in 
148 days. Unfortunately, excessive plant height resulted in serious harvesting 
problems in the more productive lines. Progress was made in developing shorter 
plants for easier harvesting, using the dwarf internode character in the breeding 
program. 

Disease problems with castor beans increased as a result of the shift of com- 
mercial castor bean production from the drought stricken areas of the southern 
Great Plains to higher rainfall areas farther east. Cimarron, the only disease- 
resistant variety available for this new production, is being used as a source 
of disease resistance. A winter nursery was planted in Florida in October 1954, 
to speed up the breeding program by providing an extra generation. Seed from 
disease-resistant plants selected from the winter nursery was used for spring 
planting of experimental plots in the Midwest and in California. USDA-367, 
an early maturing productive castor bean developed in the research program, 
was released to growers in the irrigated sections of the Southwest in 1955. The 
variety will be particularly useful for planting after small grains in areas where 
double cropping is practiced. State experiment stations and commercial com- 
panies are cooperating in testing new varieties for release to growers. Produc- 
tion of castor beans is not yet stabilized in specific areas and continued research 
is needed to provide a sound basis for permanent production. 

Mechanization—The use of a huller-cleaner built into the castor bean stripper- 
harvesting machine continued to give good performance during the harvesting 
tests. Two huller-cleaners were designed and made for USDA agronomists who 
are working on castor bean plant development in Oklahoma and California. 
One of the hullers used a 16-inch diameter hulling disk while the other used a 
12-inch disk. Simplification and improvements over previous models were the 
prime objectives in these designs. 

Harvesting tests during the past season were made employing (1) 2 revolving 
nylon brushes, and (2) 1 stationary brush and 1 revolving brush for use as a 
seal near the ground to prevent excessive loss of shattered beans. Disadvantages 
of using such brushes were the wrapping of vines around the brush, throwing 
loose stalks and rocks into the machine and high original cost and maintenance. 
A vertical beater also employed in the machine broke many branches from the 
brittle plants stipped after frost. 

Work was started on the design and construction of auger equipment to be 
used in determining factors affecting breakage of castor seed and capacity of 
augers. Four tons of castor seed which were hand harvested and hulled with the 

USDA huller were obtained so as to have as uniform a lot as possible for these 
auger tests. These auger tests were started as a result of requests from in- 
dustry for such information. 


(4) Rubber 

(a) Hevea—Physiology.—Since the transfer of the foreign national rubber 
project to the Foreign Operations Administration, the Department's activities 
have been limited te a small project on the synthesis of natural rubber in the 
rubber tree (Hevea brasiliensis). This project is financed by funds made 
available by the Research and Development Branch, Office of the Quartermaster 
General, Department of the Army. The Federal experiment station in Puerto 
Rico cooperates by furnishing facilities for the project, 
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(b) Guayule.—With guayule the main emphasis has been on establishing the 
more promising breeding stock in permanent field plantings for maintenance 
or partial testing. This has been done because of reduction in available funds. 
The program is to be maintained on a standby basis for selection, improvement, 
and maintenance of better stock. 


(5) Tanning materials—Canaigre 


The process has been perfected for producing a high-quality extract from 
canaigre roots suitable for use in the commercial tanning of hides. A pilot plant 
has been designed and installed to produce the canaigre extract on a scale large 
enough to permit commercial evaluation of this extract. Over 10 tons of the 
canaigre extract have been produced and arrangements have been completed 
for its use in the tanning of hides to make experimental lots of sole leather. 
This sole leather will be used in the manufacture of shoes for field evaluation by 
the Army Quartermaster Corps. 

Fieldwork was continued with canaigre to obtain more information on cultural 
practices and harvesting methods. Harvest of 25 acres of 1- and 2-year-old 
plants was completed. Fifty tons of dried-root shreds was obtained for pilot- 
plant extraction of tannin. The breeding for improvement work was continued 
and first tests on hybrid canaigre lines were completed. Root yields of several 
hybrids averaged over 10 tons per acre and over 30-percent tannin, indicating 
that high-yielding varieties with good root shapes and sizes can be developed by 
hybridization and selection. A crossing program aimed at combining high yield 
and tannin, good root shape and size, leaf-spot resistance, and high seed yields 
is in progress. Irrigation experiments completed in 1954 showed that satisfactory 
root yields can be obtained with as little as 134 acre-feet of water per growing 
season when irrigations are properly timed. Progress is being made in provid- 
ing a sound basis for producing canaigre as a farm crop, but intensive work is 
needed on variety improvement to obtain more productive strains than can 
be propagated either from roots or seed. 


(6) Textiles—Ertra long staple cotton 


A new American-Egyptian variety, Pima S—1, was grown throughout Arizona 
during the crop year 1954. Several commercial plantings also were made in 
New Mexico and western Texas. Growers in Arizona were highly pleased with 
the new variety. The growers of extra long staple cotton in New Mexico and 
western Texas during the present crop year have followed Arizona’s lead in 
shifting from Pima 32 to Pima S—1 to the extent that certified seed were avail- 
able. In yield of lint, boll size, and lint percent Pima S—1 continues to show 
superiority over Pima 32 at all locations where experimental plantings have been 
made during the past 3 years. More extensive tests by the spinning industry in- 
dicate that Pima S~—1 is a satisfactory extra long staple cotton for the spinning 
industry. 

Studies are continuing on methods of improving cleaning methods of the seed 
cotten and lint and on improving roller ginning equipment. Economic studies are 
in progress to determine how production and processing costs compare with 
medium staple varieties and how they may be further lowered to meet com- 
petition from foreign growths and synthetics. 


5. Continuity of essential functions of the Department of Agriculture 

Plans were completed during the year for the use of remote facilities as the 
relocation site for the Department’s national headquarters in time of emergency. 
This site has been designated as “Repoint.” Office space was arranged for 
personnel together with necessary furniture, equipment, and supplies. In addi- 
tion, arrangements were made for living quarters for personnel and members 
of immediate families. 

A lesser amount of space was arranged at Repoint for the exclusive use of the 
Department on a permanent basis for storage of important operating records, 
plans, and procedures which are essential to the continuity of the Department’s 
operations, 

Some of the necessary delegations have been documented and records essential 
for carrying on initial postemergency activities at the USDA National Relocation 
Center have been selected, moved to the Center, and scheduled for orderly re- 
placement. During the past several months discussions have been held with 
officials of other Government departments in respect to an emergency financial 
plan to meet the needs of the Government under national emergency conditions, 
The final details of such a plan are under current study. 
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Plans were made for relocation sites for commodity offices of the Commodity 
Stabilization Service in the field. Some of these sites are being reconsidered 
following experience in Operation Alert 1955. 

Some emergency organizational arrangements were formulated tentatively 
prior to Operation Alert 1955. One of these included designation of a group of 
regional defense mobilization coordinators to serve Department agencies in the 
field and to maintain liaison with defense agencies at the regional level. 


6. Barter 

The barter program of the Department is making a substantial contribution to 
the national security through the exchange of surplus agricultural commodities 
for strategic and critical commodities of foreign origin required for the national 
stockpile and through acquisition of materials, goods, and equipment needed in 
foreign economic, military, and assistance programs for free countries, 

Until July of 1954, the barter program was carried out principally under au- 
thority of the Commodity Credit Corporation Charter Act. The Agricultural 
Trade Development and Assistance Act of 1954, which became effective July 11, 
1954, as expected, provided an additional stimulus to the exchange of agricultural 
commodities for stockpile materials. 

Highty-five barter contracts were negotiated from July 1, 1954, to June 30, 1955, 
as a result of which surplus agricultural commodities exchanged for strategic 
and critical materials, valued at some $260 million, will be made available to 
the national stockpile. In addition, approximately $22 million in nonstrategic 
materials will be provided to meet the overseas program needs of other Govern- 
ment agencies, In return for these materials, barter contractors will receive 
and export to friendly countries agricultural commodities having a value of 
about $282 million. The principal commodities involved are expected to be 
wheat, corn, grain sorghums, barley, oats, rye, and rice. 

Total barter activities from the inception of the barter program to June 30, 
1954, totaled approximately $110 million. Barter activities from that date to 
July 1, 1955, totaled more than 2% times that amount. 


7. Use of foreign currencies under title I of the Agricultural Trade Development 
and Assistance Act—Public Law 480 

Agreements which are being negotiated with foreign countries for the sale of 
United States surplus agricultural commodities for foreign currency under title I 
of Public Law 480 provide in some instances that a portion of the foreign cur- 
rency so acquired be utilized for the purchase of strategic and critical materials 
for the supplemental stockpile. As of June 30, 1955, a total of $2.8 million in 
foreign currency equivalent has been earmarked for this purpose. 

Several agreements have been entered into also under title I of Public Law 480 
which provide for a portion of the foreign currency acquired from the sale of 
United States surplus agricultural commodities to be made available to the 
importing country for the purchase of military equipment, materials, facilities, 
and services. 

MISCELLANEOUS DEFENSE ACTIVITIES 
1. Test exercises 

The November 1954 test, sponsored by the Office of Defense Mobilization, was 
designed to reveal the type of action which would be necessary in an attack on 
the United States with nuclear weapons. Special assigned problems were posed 
to test the operating plans and field organizations of nine agencies of the Depart- 
ment of Agriculture. The results of this exercise showed that much additional 
attention and adjustment were necessary to insure maximum operations in time 
of emergency and that much work remained to be done on plans for the field 
organization, including delegation of authorities, establishment of contact with 
ODM field organizations, and preparation of plans for a communication system. 
These problems were given high priority in future planning. 

Operation Alert 1955 was sponsored jointly by the Office of Defense Mobili- 
zation and the Federal Civil Defense Administration. USDA participated 
actively in the exercise, using its relocation sites and with representatives at 
High Point, the overall civilian headquarters. 

The USDA’s National Relocation Center, Repoint, was the Department’s com- 
mand post and was supported by certain other headquarter’s personnel, including 
USDA defense coordinators in the field; by representatives of the eight Com- 
modity Stabilization Service commodity offices which are normally concerned with 
the purchase and sales of food commodities and the management of the com- 
modity inventories of the Commodity Credit Corporation; by field personnel des- 
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ignated to participate in the St. Louis test, and by certain other field personnel 
as required in particular cases. 

One hundred and thirty employees participated in Operation Alert 1955 at 
Repoint. All of these personnel were available throughout the exercise and they 
served on a shift basis during the 30 hours of continuous operation. 

Certain Washington personnel were designated in advance of the exercise to be 
available to give required assistance to employees at Repoint. In an actual 
emergency these supporting headquarter’s personnel would be located at other 
relocation centers, 

Eight USDA regional defense coordinators were designated by a Secretary’s 
memorandum in advance of the exercise and they or their alternates served as 
a liaison channel with ODM and FCDA at the regional level. 

Equipping and arranging the various relocation sites for use during the exer- 
cise was a sizable task. In the case of the eight CSS commodity offices in the 
field, relocation sites were rushed to completion so they would be ready for 
testing. Repoint was activated on a full-time 5-day week basis on May 2 and 
was manned continually until June 12, at which time the pretest “cadre” took 
over for transition to the exercise itself. In addition to establishing the com- 
munications network and arranging the site itself, the site was used from May 15 
to June 8 for pretest program planning and developing of some of the problems 
used during the exercise. Not counting the pretest cadre, 7 program groups with 
about 70 different people in all spent an average of 3 days each at Repoint. 

The program workload in the exercise consisted largely of the solution of prob- 
lems designed to test essential functions. Some of these problems were developed 
by various agencies of the Department in advance of the exercise and some were 
introduced during the exercise as a result of inquiries from other agencies. More 
than 200 problems from all sources were worked on during the exercise. 

Problems were tested by USDA during Operation Alert 1955 relating to damage 
assessment, requirements and supply evaluation, salvage and protection of 
stocks, procurement and supply, distribution controls for food, production, sup- 
porting nonfood materials, and manpower availability. 

Simulated actions taken in the solution of problems in the recent Operation 
Alert 1955 were recorded and will be used by the Defense Planning and Records 
Committees in USDA for further planning. The exercise showed definite gaps 
which the various committees and others can correct in the development of 
further standby plans and actions. 


2. Mobilization planning project system 


A defense mobilization project system is being established to provide organized 
program records and to give impetus to defense mobilization planning. The 
project system is based upon a flexible outline and a standard classification num- 
ber has been assigned to each defense mobilization work category. Records 
developed under the system will include plans and data for coping with the post- 
attack emergency as well as the longer range mobilization period. They will 
also include plans and data relating to specific food commodities, supporting 
nonfood materials and manpower. 

Committees have been established with representation from appropriate 
divisions and offices of the Commodity Stabilization Service, Agricultural Mar- 
keting Service, and other agencies of the Department to assemble these essential 
program records and to proceed with defense planning. Duplicate records have 
been established in Washington so as to provide a control on the material at the 
USDA National Relocation Center, Repoint. 

A file of documents showing the basis for materials used in, and results to date 
from, defense mobilization planning in USDA was developed for use in the Office 
of the Director, Food and Agriculture of the International Cooperation Adminis- 
tration in Paris. This was for the purpose of developing a closer and more 
effective relationship between the planning work done here in USDA and that 
done in the Food and Agriculture Planning Committee of the North Atlantic 
Treaty Organization. 


SUMMARY OF STANDBY PROGRAMS DESIGNED TO MEET FUTURE EMERGENCIES 


All of the programs discussed in this report are standby defense programs, 
which not only contribute to the national security and the Department’s readi- 
ness to meet future emergencies but will lessen, if need be, the time required to 
convert from peacetime to full mobilization conditions. Likewise, many of the 
other programs and activities of the Department might be classed as standby 
defense programs since they require constant planning of programs for agricul- 
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tural production and continuing contact with the equipment and processing 
industries which support the Nation’s farm plant. In consequence, a large 
amount of essential data with respect to requirements and supplies, emergency 
expansion and control plans necessarily is kept up to date. 


OBJECTIVES OF DEFENSE PROGRAMS 


The Department will continue to carry out its delegated responsibilities under 
the Defense Production Act, as amended, and other defense-related programs. 
It is the intent of the Department to move ahead as rapidly as possible with de- 
fense planning in an effort to insure the availability of food supplies and the 
proper distribution of these supplies in all stages of mobilization, including full 
mobilization resulting from attack upon the United States. 


ORGANIZATION FOR DEFENSE MOBILIZATION 


There was little fundamental change within the Department in the organiza- 
tion and assignments of responsibilities for defense mobilization which were 
discussed in last year’s report to the Joint Committee on Defense Production. 

The assignment of defense responsibilities which was made last year includes 
both decentralized functions and central coordinating functions relating to the 
responsibilities of USDA under the Defense Production Act and Executive Order 
10480, Universal Military Training and Service Act, National Security Act, Stra- 
tegic and Critical Materials Stockpiling Act (and related authorities), the 
North Atlantic Treaty, and export control legislation. 

The Commodity Stabilization Service was given responsibility for central 
coordination of these functions on a departmentwide basis with two exceptions: 

(a) Ooordination of functions relating to international matters is a respon- 
sibility of the Foreign Agricultural Service. (These international functions, 
including USDA’s responsibility with respect to the North Atlantic Treaty Or- 
ganization, and export control are not covered in this report.) 

(b) Coordination of functions relating to continuity of USDA operations in 
an emergency was assigned to the Administrative Assistant Secretary who car- 
ries out these responsibilities in cooperation with various agencies of the Depart- 
ment and effects overall coordination through a committee established in the 
Secretary's Office. 

Although not covered in this report, civil-defense responsibilities of USDA are 
coordinated by the assistant to the Under Secretary. Responsibility in USDA 
for emergency feeding was assigned to the Agricultural Marketing Service, which 
was directed, however, to cooperate with CSS. 

To strengthen and integrate defense programs with the regular activities of 
the Department, Secretary’s Memorandum 1376, issued April 20, 1955, directs 
that responsibilities relating to defense mobilization and civil defense shall be 
given equal importance with the regular and continuing programs of all services 
and agencies of the Department and that all agency heads initiate action to 
direct their work so as to contribute most effectively to the national defense 
effort. The memorandum also directs that all programs be brought up to date 
promptiy and be maintained in a status of constant readiness to meet the needs 
of adequate national defense (exhibit 2). 


Exutsit 1 
THE Supprty Srrvation 
NONFOOD MATERIALS, FACILITIES, AND MANPOWER 


Industrial materials 

Steel mill products which are used by farmers in the same shapes and forms 
as shipped from the mills (commonly known as merchant trade products), such 
as barbed wire, woven wire fencing, nails and staples, roofing and siding, stand- 
ard pipe including water well casing, bale ties, and automatic baler wire, were 
in good supply throughout the entire period. Steel mill products which were 
consumed in the manufacture of other products (commonly known as industrial 
steel products), such as heavy structural, bars including light shapes, hot and 
cold rolled sheets, strip and plates were in easy supply during the first half 
of the period but tightened considerably during the last half. 

Aluminum mill products, such as plates, sheets, strip, foil, rolled structurals, 
extruded shapes, roofing, siding, tubing, and wire, were in good supply through- 
out the entire period. However, the demand for ingot and pig aluminum for 
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nonintegrated fabricators and extruders exceeded the supply during the last three 
quarters of the period. The Government released 75,000 tons to industry which 
had been previously scheduled for delivery to the Government. 

Copper brass mill and wire mill products, such as sheets, strip, rods, tubing 
and copper wire, were in good supply throughout the entire period. However, 
shortages of refined copper occurred in each quarter except the second. These 
shortages were caused by strikes in the copper industry, both in the United 
States and Chile. The Government, during the 9 months preceding June 30, 
1955, released to industry 55,000 tons of copper scheduled for delivery to the 
Government. 

The supply of nickel has not met the demand of the nickel-consuming industry 
throughout the entire period, and the Government released 11 million pounds 
to industry which had been scheduled for delivery to the Government. 

Supplies of tin, lead, and zinc have been more than adequate with the excep- 
tion of special high-grade zinc which is now in tight supply. This grade of 
zinc, however, is not commonly used to coat steel items such as barbed wire, 
field fence, stapies, roofing and siding, and farm machinery. 


Farm machinery and operating supplies 


No shortages of farm machinery were reported although there has been a 
decline in production and shipments during the past 3 years. Apparently this 
decline is being reversed in 1955 with substantial increases reported by the 
industry so far this year and an optimistic outlook for the balance of the calendar 
year 1955. 

Much of the decrease in the volume of production and shipments of farm ma- 
chinery and equipment in the last 3 years was in wheel tractors. Production 
of wheel tractors in 1954 totaled approximately 250,000 units compared with 
385,000 in the previous year, and the peak output of about 565,000 in 1951. Ship- 
ments of machinery and equipment other than wheel tractors during the 1954 
calendar year and the past 3 years compared more favorably with that of 
1951. Production of wheel tractors during the last quarter of 1954 and the 
first two quarters of the calendar year 1955 shows an increase of about 25 
percent over the corresponding period in 1954, Production of machinery and 
equipment other than wheel tractors shows an increase of about 10 percent 
during this same period. 

Production of crawler tractors so far during 1955 has been increasing sub- 
stantially over last year; nevertheless, in the case of some models, a lead time 
is required in order to obtain delivery of the required unit. 

Tire and rubber supplies are abundant, with no indication that supplies 
might decrease appreciably. Inventories of tractor and implement tires in 
the hands of manufacturers are about normal. Production and supplies of 
truck tires, passenger tires, and GR-S and butyl rubbers are good, and natural 
rubber stocks are good. 

Petroieum fuels are in abundant supply, and indications are that this will 
continue. The trend in consumption and production is upward, as has been 
true for a number of years. The present refining capacity appears to be suffi- 
cient to take care of foreseeable increase in demand, short of a national 
emergency. 

Construction and building mate:ials have been in heavy demand. Construc- 
tion put in place has been setting new records for some time, but farm con- 
struction has been lagging behind previous years. In spite of the high con- 
struction, only an oceasional shortage of building materials has come to our 
attention. They are generally expected to continue in plentiful supply for the 
remainder of the year. 

Farm transportation equipment is plentiful and is expected to continue 
so during the present year. Truck production is running at a higher level than 
last year, and automobile production is at a much higher level. 


Fertilizer 


During the past year farmers returned more or less to their pre-World War 
II habit of waiting to buy fertilizer until they needed it. This practice causes 
a rush of orders during the spring months and relatively little business during 
the remainder of the year. 

The use of fertilizers during the year was approximately the same as during 
the previous year. In the meantime a number of new plants have been erected 
and facilities at existing plants have been expanded to produce ammonia, urea, 
nitrogen solutions, concentrated superphosphate, potash salts, and some other 
fertilizers. Thus, production facilities are ample to meet all probable demands 
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for plant nutrients during the next few years. Nevertheless a number of 
additional synthetic ammonia plants are still in course of erection, although 
in August most of the existing storage space for ammonia is full and the 
industry is producing at a rate of less than half of existing capacity. This 
is the slackest season of the year, but it is probably the first time since 1941 
that the United States demand for all kinds of nitrogenous fertilizers was 
fully satisfied and the pipelines of distribution were full throughout the country. 


Pesticides 


During October and November 1954 reports of inventories were received from 
pesticide manufacturers in connection with a survey conducted cooperatively 
with the National Agricultural Chemicals Association. Tabulation of these re- 
ports, including probably 90 to 95 percent of the industry volumewise, indicated 
overall inventories of the technical chemicals and the chemical content of mix- 
tures were about 9 percent lower on September 30, 1954, than on the same date 
in 1953. Stocks of technical grades of pesticidal chemicals in the possession of 
all manufacturers, including mixers, showed a reduction of about 16 percent. 

During the 1955 season pesticide consumption has been generally heavier than 
any year since 1951. However, manufacturers have had ample capacity to meet 
the demand, notwithstanding the fact that a few firms discontinued production 
of certain chemicals for which plant capacity appeared excessive. Some pesti- 
cides have been partially displaced by newer ones in this highly competitive field. 
More general rains in 1955 have contributed to heavier infestations over wide 
areas in contrast to the severe drought conditions which prevailed in 1954. 


Food processing and containers 


Throughout the year the supply of all types of food-processing machinery and 
containers and packaging material has been adequate to meet requirements. 

Overall, food-processing machinery sales for the year are expected to exceed 
last year’s sales. During the latter part of the year there was some tightening up 
in the supply of nickel-bearing stainless steel, copper, and aluminum, but this did 
not cause appreciable hardship to food-processing machinery manufacturers. 

Sales of food containers and packaging materials picked up significantly over 
the previous year and it appears now that this could well be a record year. 

The paper shipping sack manufacturers have had a particularly good year and 
paper supplies have recently tightened up, notwithstanding the fact that most 
paper mills are expected to set new production records this year. It apears that 
the requirements of paper for bag manufacturing has exceeded the current mill 
production, which has resulted in reduction in inventories. 

The situation with respect to polyethylene, an important container material, 
has greatly improved since Korea when the supply was far short of the demand. 
Over a quarter of a billion dollars has been invested in production facilities in 
the past 3 or 4 years and polyethylene production in 1954, for the first time, 
equaled the demand, and at the present time there is an excess of production 
capacity. The indications are that by 1960 polyethylene production may reach an 
annual rate of a billion pounds compared with about 50 million pounds in 1950. 

Barring unforeseeable problems in the raw material supply, the prospects for 
an adequate supply of food containers and packaging material as well as food- 
processing machinery for the coming year are good. 


Manpower 

The supply of labor to meet needs, especially those of a seasonal character, 
was adequate in most areas during the period. Some areas continued to rely on 
foreign workers, the largest number coming from Mexico for employment pri- 
marily in the Southwestern and Far Western States. Increased efforts to reduce 
the employment of workers who illegally entered the country swelled the numbers 
of Mexican nationals brought in under contract to over 300,000 during the 1954 
calendar year. 

The long-time downward trend in the size of the farm work force continued 
during the year. The decline was mainly in family workers as the number of 
hired workers averaged about the same as for 1953. 

Prepared by United States Department of Agriculture, September 1955. 
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Exursit 2 


Unttrep States DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., April 20, 1955. 


MEMORANDUM NO. 1876—-IMPLEMENTATION OF DEFENSE MOBILIZATION AND CIVIL 
DEFENSE RESPONSIBILITIES 


The Defense Production Act, the National Security Act, the Federal Civil De- 
fense Act, Executive Order 10480, and other legislation and regulations declare 
a Federal policy of national preparedness for effective defense and the rapid 
mobilization of resources of the Nation against hostile attack. Defense Mobili- 
zation Order I-9 and FCDA Delegation 2 assigns specific responsibilities to the 
Department of Agriculture for implementing the national policy referred to 
above, and Secretary’s Memorandums Nos. 1346 and 1350 and paragraph 200-k, 
title IX, of the administrative regulations delegate certain responsibilities for 
action pursuant to these assignments to agencies of the Department. It is 
requested that the head of each service or other agency review the foregoing and 
related documents and undertake such action as may be necessary to assure 
that the Department will meet its responsibilities in this important area as 
fully as possible. 

It is especially emphasized that responsibilities relating to defense mobilization 
and civil defense shall be given equal importance with the regular continuing 
programs of the respective services. This fact should be brought to the attention 
of all employees in order that there will be a constant awareness of our re- 
sponsibility for adequate planning and recognition of the defense aspects of 
agency programs. All employees who are requested to assist or participate in 
these activities, as well as those having direct assignments, are expected to give 
this matter appropriate continuing consideration as an integral part of their 
other work assignments. Especially, all agency heads and their supervisory 
staff should consider and initiate action through appropriate channels to imple- 
ment this memorandum and to direct their work so as to contribute most 
effectively to the national-defense effort. 

Surveys and research now in progress and being planned should include, where 
feasible, provision for analysis of the defense aspects of the project. When 
desirable, proposed survey questionnaires should include appropriate inquiries 
which will provide information helpful in defense planning, and any responses 
thereto should be referred to the persons directly concerned with such matters. 

In view of the fact that it may be necessary to give continuing attention to 
defense mobilization and civil defense for an indefinite period of time, activities 
in this field must be integrated into the regular programs of each service or 
agency. Each service or agency head is requested to give personal attention 
to these matters and see that all phases of the task are brought up to date 
promptly and maintained in a status of constant readiness to meet the needs 
of an adequate national defense. 


Ezra Tart Benson, Secretary. 


FEDERAL RESERVE SYSTEM 


Boarp oF Governors, 
Feperat Reserve System, 
Washington, September 2, 1955. 
Hon. Paut Brown, 
Chairman, Joint Committee on Defense Production, 
Congress of the United States, Washington 25, D. C. 
(Attention: Mr. Harold J. Warren, clerk and counsel.) 


Dear Mr. Brown: In response to your letter of August 2, 1955, there is attached, 
for inclusion in the proposed report of the Joint Committee on Defense Production 
being prepared pursuant to section 712 (b) of the Defense Production Act, as 


amended, information relating to the operations carried out by the Board under 
authority of that act. 


Sincerely yours, 
Wm. McC. Martin, Jr. 
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1. Programs conducted by your agency under authority of the Defense Production 
Act as implemented by Executive orders, departmental orders, delegations, 
ete. 


The Federal Reserve banks, under regulations of the Board of Governors, act 
as fiscal agents of the United States in connection with the V-loan program for 
Government guaranties of defense production loans, and the Board of Governors, 
after consultation with the guaranteeing agencies, prescribes fees, rates, and 
procedures to be utilized in connection with such guaranties. 


2. The authority from which your agency derives its powers for such programs 


The present V-loan program of Government guaranties of loans to finance 
defense production was inaugurated under authority of the provisions of section 
301 of the Defense Production Act of 1950, approved September 8, 1950, and the 
President’s Executive Order 10161, dated September 9, 1950, subsequently super- 
seded by Executive Order 10480 dated August 14, 1953. Under the law, as 
amended by the Defense Production Act Amendments of 1955, authority for the 
program, unless further extended, will terminate on June 30, 1956. 


3. A summary of each program, including mention of activities with other 
agencies 

Pursuant to the law and Executive orders of the President, certain designated 
procurement agencies of the Government are authorized to guarantee loans made 
by private financing institutions to finance contractors, subcontractors, and others 
engaged in the performance of Government defense contracts for the purpose of 
expediting production and deliveries or services for the national defense. By 
an amendment made by the Defense Production Act Amendments of 1953 guar- 
anties may also be issued with respect to loans made to finance contractors, sub- 
contractors, or other persons in connection with or in contemplation of the 
termination of their defense contracts. 

At the outset of the program the designated guaranteeing agencies were the 
Departments of the Army, Navy, Air Force, Commerce, Interior, and Agri- 
culture, and the General Services Administration. In 1951 the Atomic Energy 
Commission and Defense Materials Procurement Agency were also designated 
as guaranteeing agencies. By Executive Order 10480 of August 14, 1953, the 
Defense Materials Procurement Agency was abolished and its functions trans- 
ferred to the General Services Administration. 

There has existed since the inauguration of the V-loan program complete 
eooperation and understanding between the guaranteeing agencies, the staff 
of the Board of Governors and the Federal Reserve banks. Any differences 
that have arisen have been promptly settled and the primary purpose in the 
minds of all connected with the program has been to successfully do the job 
at hand. 


4. A summary on the effectiveness of the programs 
5, A statement on the current need for the programs 


6. A summary of the programs as relatYd to small business 


The guaranteed loan program was successful and fulfilled a useful purpose 
during World War II and has been effective during the present rearmament 
period. It provides a mechanism whereby defense contractors and subcon- 
tractors, particularly small business concerns, can arrange to borrow the funds 
necessary to finance their defense production through their local banks by 
means of Government guaranteed loans rather than through the advance of 
Government funds or direct Government loans. 

There has been disbursed since July 31, 1954, approximately $1,096,162,000 on 
outstanding V-loans, most of which are revolving credits. 

The guaranteeing agencies have collected in excess of $21 million in guar- 
anty fees, commitment fees, and interest on purchased loans after deducting 
the Federal Reserve banks’ fiscal agency expenses and providing adequate re- 
serve funds to cover anticipated losses on purchased loans. The large amount 
of defense work financed through the medium of V-loans can be realized when you 
consider that the average ratio of the dollar value of contracts held by borrowers 
to the amount of money borrowed to finance such contracts has been about 
6 to 1. 
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From the beginning of the program in September 1950, through July 31, 1955, 
1,392 V-loans totaling $2,544,344,000 were authorized by the procurement agencies 
which may guarantee such loans under the Defense Production Act of 1950. 

Of the $295,711,000 loans outstanding on July 31, 1955, $224,659,000 or 76 per- 
cent on the average, was guaranteed. On the same date an additional $211,296,- 
000 was available to borrowers under guaranty agreements in force. 

The following tabulation shows the number and amount of guaranteed loans 
authorized at the end of each month in the period August 1954-July 1955. 


Guaranteed loans 
authorized to date 





| Amount (in 
Number | thousands of 
| dollars) 
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Nearly 20 percent of the number of V-loans authorized through July 31, 1955, 
consisted of loans under $100,000, while 56 percent of the number were in amounts 
under $500,000. The following table shows the breakdown of guaranteed loans 
authorized as of July 31, 1955, by size of loan: 


Percentage distribution of V-loans authorized through July 31, 1955, by size of 
loan 


| Percentage of guaranteed| Cumulative percent- 
j loans authorized } age distributions 


Size of loan 


Amount 


Under $50,000... __- 

$50,000 to'$99,999. _- ‘ 

$100,000 to $249,999. ...___- 
$250,000 to $499,900. ___- 
$500,000 to $999,909. __._..........- 
$1,000,000 to $4,999,999........_._.. 
$5,000,000 to $9,999,999. . 
$10,000,000 and over 
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Approximately 73 percent of the number and 20 percent of the amount of au- 
thorized loans were to borrowers having less than 500 employees, including em- 
ployees of affiliated concerns under common ownership or control. Approxi- 
mately 76 percent of the number and 24 percent of the amount of authorized 
loans were to borrowers individually having Iess than 500 employees. 

Percentage distribution of the guaranteed loans authorized from the begin- 
ning of the program to the end of July 1955 is shown below classified by number 
of employees of the borrower. 
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Percentage distribution of V-loans authorized through July 31, 1955, by number 
of employees of borrower 


NUMBER OF EMPLOYEES OF BORROWER, INCLUDING AFFILIATED OONCERNS 
UNDER COMMON OWNERSHIP OR CONTROL 


Percentage of guaranteed; Cumulative percentage 
loans authorized distributions 





Number of employees 





Number Amount Number Amount 
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NUMBER OF EMPLOYE OF BORROWER ONLY (NOT INCLUDING AFFILIATED 
CONCERNS ONDER COMMON OWNERSHIP OR CONTROL) 
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7. A statement of action taken as a result of any recommendation of the Joint 
Committee on Defense Production 
No recommendations received from the Joint Committee on Defense Produc- 
tion. 
8. Major problems which now confront your agency in carrying out responsibili- 
ties under the Defense Production Act 
None. 
9. Summary of any standby programs for any future emergency 
The only Federal Reserve program authorized under the Defense Production 
Act is the V-loan program. Plans contemplate that the Federal Reserve banks 
and the Board will be prepared to participate in an expanded V-loan program 
suitable to any future emergency needs. 
10. Changes in organization during the past year 
None. 
11. Future objectives 
The objective of the guaranteed loan program is to expedite production and 
deliveries or services for national defense and the volume of future guaranteed 
loans will depend on requirements existing at any given time. 
12. Such other information as may appear pertinent to summarizing your activi- 
ties under the Defense Production Act for the past year 
None. 
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DEPARTMENT OF LABOR 


Unitep States DEPARTMENT oF LABOR, 
OFFICE OF THE SECRETARY, 


Washington, September 14, 1955. 
Hon. PAut Brown, 


Chairman, Joint Committee on Defense Production, 
Washington, D. C. 
(Attention: Mr. Harold J. Warren, clerk and counsel.) 

DeAr CONGRESSMAN Brown: In response to your letter of August 2, 1955, I am 
submitting herewith the Department of Labor’s report of its activities under 
the Defense Production Act during the past year, for inclusion in the joint 
committee’s fifth annual report. 

Sincerely yours, 
Leo R. WERrtTs, 
Deputy Assistant Secretary of Labor. 





AUTHORITY OF THE DEPARTMENT 


None of the authorities granted by the Defense Production Act has been dele- 
gated to the Department of Labor for primary administration. Thus, this 
report does not cover programs and responsibilities specifically delegated by 
that legislation. By virtue of the manpower mobilization responsibilities vested 
in the Department, however, and by virtue of Presidential Executive order, the 
Department has an important advisory role to the Director of Defense Mobili- 
zation and to the other agencies administering defense-production programs. 
These responsibilities were delegated to the Department because of the patent 
need to consider manpower mobilization problems and requirements in the ad- 
ministration of other defense mobilization programs. Consequently, the chief 
defense responsibilites of the Department, assigned by Executive Order 10480 
and by the Director of Defense Mobilization’s Order I-10 are as follows: 

1. The Secretary of Labor will be responsible for the development of pre- 
paredness measures relating to the expansion of the labor force, to improving its 
skills, and to the distribution and utilization of the civilian labor force. Such 
preparedness measures shall be undertaken within a work program which is 
consistent with the defense mobilization assumptions and objectives for the 
Government as a whole. It should also take account of delegations of au- 
thority and responsibility from Federal Civil Defense Administration. To 
assure consistency with the mobilization program as a whole, the proposed work 
program will be submitted to the Director of the Office of Defense Mobilization 
for review. 

2. The specific measures for which the Secretary of Labor is responsible are 
as follows: 

(a) Assemble and analyze information on and make a continuing ap- 
praisal of manpower requirements and resources in event of mobilization or 
attack on the United States, identifying present or potential manpower 
shortages which should be relieved in the interest of national security. 

(b) Develop plans and programs for meeting defense supporting and 
essential civilian labor requirements. 

(c) Develop, in cooperation with the Department of Commerce, the De- 
partment of Defense, the National Labor Relations Board, the Federal 
Mediation and Conciliation Service, and the National Mediation Board, 
measures for the maintenance of effective labor-management relations dur- 
ing a national emergency. 

(d) Appraise the effect on manpower resources of projected production 
and procurement programs and of proposed Armed Forces strength levels. 

(e) Provide other departments and agencies with the manpower infor- 
mation required by them for the proper discharge of their responsibilities for 
mobilization preparedness. 

(f) Consult with and advise other delegate agencies concerning: (1) the 
effect of their contemplated programs and actions on labor supply and 
utilization; (2) the impact of labor supply on materials and facilities re- 
quirements and utilization, and (3) the establishment of production pro- 
grams and priority and allocation functions consistent with effective utiliza- 
tion and distribution of labor. 
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(g) Assist the Office of Defense Mobilization in the development of man- 
power policies suitable in the event of mobilization or attack on the United 
States. 

(h) Develop and maintain plans to insure the continuity of the essential 
functions of the Department in the event of attack on the United States. 

In terms of the Department's responsibilities and authority, the major develop- 
ment for the past year has been the additional assignment to the Department of 
authorities vested in the Federal Civil Defense Administrator. The Federal 
Civil Defense Administration Delegation No. 2 of September 8, 1954, assigns to 
the Department of Labor the following responsibilities : 

1. Plan and develop a national program relating to the utilization of the 
labor force, during a civil-defense emergency, consistent with the responsi- 
bilities of the Department of Labor with respect to manpower mobilization. 

2. Conduct research and provide a method of estimating survivors, by occu- 
pational and social characteristics, and for determining their availability for 
employment during a civil-defense emergency. 

3. Provide technical guidance to the States and direct Federal activities 
concerned with coordination of the nationwide system of employment-service 
offices for determining requirements of, and recruiting, referring, and 
utilizing workers to meet civil-defense needs. 

4. Plan a national program, develop technical guidance for States, and 
direct Federal activities concerned with the methods of compensation for 
authorized workers in a civil-defense emergency. 

5. Plan a national program, develop technical guidance for States, and 
direct Federal activities concerned with the provision of compensation pay- 

ments for the injury or death of authorized workers while engaged in civil- 
defense activities. 

6. Plan a national program, develop technical guidance for States, and 
direct Federal activities concerned with financial assistance for temporary 
aid to members of the labor force during periods of idleness due to destruc- 
tion of working places through enemy action. 


ADMINISTRATION 


During the past year some reorganization of the Department’s administration 
of the authorities outlined above has taken place. A careful determination was 
made and approved by the Director of Defense Mobilization, of the minimum 
essential wartime functions for which the Department would be responsible, 
including the minimum essential peacetime functions to be continued as well 
as the new wartime functions to be assumed. Under the direction of the 
Assistant Secretary for Manpower and Employment the Department’s prepared- 
ness activity was reoriented in keeping with the redetermination of essential 
wartime functions and allocations of planning and readiness responsibilities 
within the Department were revised accordingly. 

An emergency relocation center for the departmental headquarters was estab- 
lished and made operational on a standby basis. A unified departmental field 
organization was established for purposes of the Operation Alert exercise in 
such terms as to permit its immediate reactivation in case of a defense emer- 
gency. The Office of Defense Mobilization National Labor-Management Man- 
power Policy Committee continued to serve as a valuable source of advice to 
the Department’s defense-mobilization organization. In addition, following the 
delegation of specific civil-defense responsibilities the Department organized a 
Labor Advisory Committee on Civil Defense which is actively and continuously 
consulted on civil-defense manpower matters. 


UNIVERSITY OF MICHIGAN LIGRARITS 


PROGRAM ACTIVITY 


A. Participation in Board defense-policy determination 


Throughout the year the Secretary continued his active participation in the 
Defense Mobilization Board and other top-level policy groups. In this way 
manpower mobilization considerations and the Department’s special concern with 
the welfare of working Americans was effectively brought to bear upon on each 
question of basic defense readiness policy. This active participation has been 
instrumental in achieving a very high degree of harmonization of the require- 
ments of the Defense Production Act programs (e. g., stockpiling and measures 
to preserve and expand the mobilization base) and of the more particular re- 
sponsibilities of the Department. 
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B. Manpower mobilization planning and readiness programs 


Strong emphasis was continued upon the provision of manpower analyses 
designed to serve as the basis for determination of mobilization policy and 
plans. An extensive updating and revision was made in the projections of the 
military manpower pool; the requirements for manpower of specified war-pro- 
duction programs were determined; the basic system of area classification in 
terms of adequacy of labor supply was continued and improved and the Depart- 
ment aided in its application to decisions on industrial dispersal, accelerated 
tax amortization, and governmental procurement; a comprehensive analysis of 
the status of research and development activity and personnel in industry was 
prepared in cooperation with the National Science Foundation. The list of 
critical occupations used in selective-service operations and the management of 
the military reserve was revised and a standby list for use in wartime was 
developed. 

Preparation of wartime operations plans continued and produced tangible 
results during the year. The National Labor-Management Manpower Policy 
Committee, after long and arduous work, agreed on a statement of basic man- 
power mobilization policy which reaffirms the vitally important virtues of indi- 
vidual initiative voluntarily applied in the wartime situation and indicates the 
limitations upon voluntary choice which are required in emergency mobilization 
situations to maximize the overall production capability. 

Numerous phases of a mobilization program were refined to the point of 
becoming standby programs ready for emergency use. This includes standby 
regulations now in the hands of the field organization for the guidance of local 
manpower operations in a mobilization period. Similiar standby plans are 
available now for the rapid initiation of the field operations involved in an 
emergency wage stabilization program under wartime conditions. Drafts of 
necessary Executive orders and of legislation to be submitted to the Congress 
in the event of emergency cover such vital program phases as authority for 
control of the distribution of civilian manpower, for provision of maintenance 
incomes, for individuals without work opportunities as the result of enemy at- 
tack, and for protection of reemployment and other job rights of workers trans- 
ferring voluntarily to employment in the interests of the mobilization effort. 

During the year work was initiated on several additional projects of sub- 
stantial significance to our manpower mobilization readiness. A new program 
for improvement of the skills of the work force is of major significance to our 
ability to maintain maximum effort in support of the technologically revolution- 
ary type of warfare that we must expect. A new and improved approach of 
organizing local manpower for the contingency of a civil-defense emergency is 
in the early stages of development. Work is being initiated, following the dele- 
gation of responsibilities from Federal Civil Defense Administration for the 
development of techniques for rapidly assessing the size and characteristics of 
the population and work force remaining after a civil-defense emergency; and 
new attention is being devoted to the problem of identifying the unique skills 
whose preservation must be assured in the interests of maintaining an adequate 
mobilization base. This activity is receiving renewed attention partly as the 
result of amendments to the Trade Agreements Act enacted in 1955. 

The Operation Alert, 1955, presented an opportunity for testing much of the 
planning that has been outlined above and it was effective in identifying numerous 
gaps and inadequacies in our readiness position—which will be the oceasion of 
redirected readiness efforts during the year ahead. Apart from numerous 
specific deficiencies, the main manpower readiness inadequacies revealed by 
Operation Alert, 1955, are as follows: 

1. Readiness planning must concentrate much more upon the problems of cop- 
ing with the recovering from heavy surprise attack against the United States 
mainland. Much more analysis is needed of the effect of bomb damage on the 
population, the economy, and production facilities and the implications for man- 
power, i. e., will there be surpluses or shortages of manpower? How will the 
situation vary at different stages following the attack? How will the situation 
vary for different key occupations, etc.? Conclusions in this area will have im- 
portant implications for Department of Labor readiness programs. 

2. The Department must take a careful look at the implications of martial law 
in order to be in a position to advise on the extent and nature of such action. 
The objective will be to limit martial law to the smallest possible area and to 
limit the authority primarily to maintaining law and order, backing up actions of 
civilian agencies and leaving to the civilian agencies the making of the basic 
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decisions and the execution of necessary programs. Only those agencies will 
have the necessary know-how to do an effective job. 

8. Readiness preparation must be stimulated, guided, and greatly expanded at 
State and local levels. Headquarters readiness is no substitute, in case of over- 
whelming thermonuclear surprise attack, for prearranged local manpower organ- 
izations fully oriented to and equipped to react effectively in the specific situa- 
tions that may confront them. The situation to be faced following such attack 
is so different from anything in the Nation’s past wartime experience that a 
useful posture of readiness can only be achieved by systematic indoctrination 
and preplanning—and application of personnel time—at each level of the field 


organization. 


FEDERAL FACILITIES CORPORATION 


FEDERAL FACILITIES CORPORATION, 
Washington 25, D. C., August 25, 1955. 
Hon. Paut Brown, 
Chairman, Joint Committee on Defense Production, 
Washington, D. C. 
(Attention: Mr. Harold J. Warren.) 

DeAR Mr. Brown: In your letter of August 2, 1955, you requested a report 
on the operations of Federal Facilities Corporation which relate to the Defense 
Production Act. 

The Federal Facilities Corporation has no functions specifically assigned by 
that act or by delegations under the act. The only activity of FFC which has 
been related to the Defense Production Act is the operation of the Government- 
owned tin smelter at Texas City, Tex. The tin smelter program was transferred 
to FFC from the Reconstruction Finance Corporation, effective June 30, 1954, 
under the provisions of Executive Order 10539. 

Before the tin program was transferred to FFC there were occasions when 
allocations of Defense Production Act borrowing authority were used by RFC 
to finance tin inventories. However, all tin available under the program since 
its transfer to FFC has been sold to the General Services Administration. 


Sincerely yours, 
LAURENCE B. Roseins, Administrator. 


FEDERAL CIVIL DEFENSE ADMINISTRATION 


NATIONAL HEADQUARTERS, 
FEDERAL Crvitz DEFENSE ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Battle Creek, Mich., Sept. 15, 1955. 
Hon. Paur Brown, 
Chairman, Joint Committee on Defense Production, 
Washington, D. 0. 
(Attention: Mr. Harold J. Warren, clerk and counsel.) 

Dear Mr. CHAIRMAN: This is in further reply to your request of August 2, 
1955, for the summary of the operations of FCDA under the Defense Production 
Act for the past year. 

The Federal Civil Defense Administration conducts no programs under the 
authority of the Defense Production Act of 1950, as amended. This Adminis- 
tration, however, does participate in certain programs authorized by the Defense 
Production Act, or touching on or concerning programs related to the Defense 
Production Act. We presume these programs will be fully reported on or identi- 
fied by the departments primarily responsible for their administration, and we 
restrict our comments accordingly. 

The major areas participated in by the Federal Civil Defense Administration 
may be identified as follows: 

The National blood program, conducted under the joint auspices of the 
Office of Defense Mobilization, the Department of Defense, and the Federal 
Civil Defense Administration. The procurement activities of the Federal Civil 
Defense Administration in this program are under subsection 201 (h) of the 
Federal Civil Defense Act of 1950 (64 Stat. 1245). 

The furnishing of advice and the drawing of standards for the Office of 
Defense Mobilization with respect to protective standards for construction of 








JOINT COMMITTEE ON DEFENSE PRODUCTION 251 


facilities under the national dispersion program. This concerns rapid tax amor- 
tization for protective construction to existing facilities, or standards of disper- 
sion with regard to new construction; and the granting of loans or participation 
in loans under the Defense Production Act. 

The Administrator of the Federal Civil Defense Administration is also a 
member of the Defense Production Board. 

Advice has been received from the Bureau of the Budget that there is no 
objection to the submission of this report. 

Sincerely, 
VaL PETERSON. 


AIR COORDINATING COMMITTEE 


AtR COORDINATING COMMITTEE, 
DEPARTMENT OF COMMERCE BUILDING, 
Washington 25, D. C., September 29, 1955. 
Hon, PAuL Brown, 
Chairman, Joint Committee on Defense Production, 
House of Representatives, Washington, D. C. 

My Dear Mr. Brown: In accordance with your letter of August 2, 1955, there 
is given below a summary of the Air Coordinating Committee's participation in 
the activities under the Defense Production Act during the past year. 

1. The Air Coordinating Committee coordinated four quarterly civil aviation 
programs related to priorities and allocations of controlled materials required for 
the production of civil air-carrier aircraft. 

2. The Air Coordinating Committee has participated in defense production 
activities pursuant to its responsibilities conferred by Executive Order No. 9781, 
September 19, 1946. Under this Executive order, the Committee is authorized 
to “examine aviation problems and developments affecting more than one par- 
ticipating agency; develop and recommend integrated policies to be carried out 
and actions to be taken by the participating agencies, or by any other Government 
agency charged with responsibility in the aviation field; and, to the extent per- 
mitted by law, coordinate the aviation activities of such agencies except activities 
relating to the exercise of quasi-judicial functions.” 

3. The Committee approved and recommended four quarterly programs (C-17 
to C~-20 inclusive) to the Aircraft Production Resources Agency of the Depart- 
ment of Defense as a basis for the allocation of controlled materials to aircraft 
manufacturers to meet the civil requirements as established. These programs 
provided for the start of production of 501 new air-carrier aircraft during the 
year. The fourth quarterly program (C-—20) provides for the start of production 
of 126 new carrier-type aircraft. In addition, the program recommends the 
allocation of contolled materials for 308 aircraft now under construction which 
were approved in prior programs. 

This program coordinated the civil requirements as presented by the Civil 
Aeronautics Administration with other designated claimant agencies as follows: 
Department of State, Department of the Army, Department of the Navy, Depart- 
ment of the Air Force, Department of Commerce, Civil Aeronautics Board, and 
the Foreign Operations Administration (now the International Cooperation 
Administration). 

4. The recommendations of the Committee are implemented by the Aircraft 
Production Resources Agency of the Department of Defense which allocates 
controlled materials as required to the manufacturers included in the air-carrier 
program. 

5. The extension of the War Production Act of 1950, as amended, extended 
controls for the maintenance of military production. Therefore, continuation of 
the established policy of the Committee for civil air-carrier type aircraft to be 
produced on an equal priority with similar military type is necessary in order 
to maintain air-carrier operations essential to the civil economy and, in addition, 
to provide an airlift potential in support of mobilization planning. 

6. The noncarrier aircraft production program (industrial, business, and agri- 
cultural) under the defense materials system, effective July 1, 1953, is no longer 
eligible for allocation of controlled materials due to the easing of certain 
materials’ shortages. Nevertheless, the production of this important segment of 
the aircraft industry, representative of small business, should be considered in 
evaluating the overall civil aircraft production essential to the defense effort. 


71952—56——17 
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The manufacturers of noncarrier aircraft have submitted their production pro- 
gram covering the next 30-month period from October 1955 through March 1958 
as follows: 


4th quarter, 1955.....-..-_- estisndliiains sind doaeshiheidlan ctehiualgib ia cpeinliln Supnbbtoe cleo lek cectelstias abe 1, 282 
© CISTI, BI ecocstotioesrsne ys nmin sien acldpit Ricca aiuichapas alipelaas ec nadbailgh Abed Sadebai Ta ete 5, 683 
Se RIE, BO Css tric its msicssescncovnnisn ania el ecco aliens abn aap ais einai alba bai katate. 4, 748 
BSE SRE I iin cc si acters cinith th 'teren shin Sis da ldeslip avcdiabteathien Sas paleadienigici ais lapel sies 1,112 


7. The Joint Committee on Defense Production made no recommendations to the 
Air Coordinating Committee. 

8. There are no major problems with regard to coordination under the Defense 
Production Act. 

9. The Air Coordinating Committee, in furtherance of its policy of equal 
priority for similar civil-military type aircraft, will continue its coordination and 
development of programs to meet civil aviation requirements, both foreign and 
domestic, which are found to be essential to the civil economy and in support of 
the defense effort for any future emergency. 

10. The Aireraft Claimant Subcommittee, membership of which is composed 
of the agencies mentioned in paragraph 3 above, has continued in the coordination 
of the civil requirements as presented by these member agencies. 

11. The Air Coordinating Committee is prepared to consider any other problems 
that may arise requiring coordination or development of integrated policies pur- 
suant to its responsibilities under Executive Order No, 9781. 

12. It is believed the foregoing information and comments adequately cover 
the activities of the Air Coordinating Committee with respect to the War Pro- 
duction Act during the past year. 

I trust this information is satisfactory for your purpose in preparing your 
report for the House of Representatives and the Senate. If the committee can 
be of further assistance, please let me know. 

If any further information is desired, Mr. Robert R. Reining may be contacted 
on code 164, extension 2937. 

Sincerely yours, 
Louis 8S. RorHscHILD, 
Chairman. 





EXPORT-IMPORT BANK 


ExPort-IMport BANK OF WASHINGTON, 
Washington 25, D. C., August 9, 1955. 
Hon. PavuL Brown, 
Chairman, Joint Committee on Defense Production, 
Washington 25, D. C. 
(Attention: Mr. Harold J, Warren, clerk and counsel.) 

Dear Mr. Brown: I am pleased to enclose the information pertaining to the 
operations of the bank under the Defense Production Act during the past year, 
as requested in your letter of August 2, 1955. 

In the event any further information is desired, I shall be happy to furnish it. 

Sincerely yours, 
GLEN E. EpGERTON, 
President. 


LENDING ACTIVITIES OF THE EXPORT-IMPORT BANK UNDER THE DEFENSE PRODUCTION 
ACT 


The Export-Import Bank was named in section 311 (a) of Executive Order No. 
10161, as amended by Executive Order No. 10281 of August 28, 1951, as the agency 
designated to make and administer all loans under section 302 of the Defense 
Production Act of 1950, as amended, where the expansion, development, or pro- 
duction so financed is carried on in foreign countries. Executive Order No. 10480 
of August 15, 1953, which superseded the above orders, retained section 311 
unchanged, except for inclusion of the additional authority to guarantee loans 
for expansion, development, or production in foreign countries. By means of the 
credits authorized, new sources have been provided of copper, cobalt, manganese, 
pai wa and zine for the United States stockpile or use by United States 
industry. 
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The bank has the responsibility for all financial aspects of loans made under 
section 302 of the Defense Production Act of 1950, as amended, for activities 
carried on in foreign countries. Such loans are made by the bank only upon a 
certificate of essentiality of the loan issued by the Director of Defense Mobiliza- 
tion or the General Services Administration. 

Funds disbursed under these loans are made available to the bank by alloca- 
tions, from the Office of Defense Mobilization, to borrow from the Treasury 
Department under the authority contained in section 304 of the Defense Produc- 
tion Act of 1950, as amended. Amounts allocated for this purpose reached a 
maximum of $135 million on February 16, 1953, which later was reduced to the 
present $50 million on February 4, 1954. 

Letters of understanding have been exchanged with the Director of Defense 
Mobilization and the Defense Materials Procurement Administrator, now suc- 
ceeded by the General Services Administrator, recognizing and expressing the co- 
operative relationship existing with the bank in the conduct of these lending 
operations abroad. 

The bank’s activities with respect to the Defense Production Act were not 
significantly affected by the enactment of Public Law 570, approved on August 
9, 1954. 

Approximately $21.6 million, as of June 30, 1955, remained to be disbursed in 
accordance with credit agreements already made. No additional credit author- 
izations by the bank under the Defense Production Act are contemplated in the 
future. 

No certificates of essentiality were received and no new loans were author- 
ized under this authority during the fiscal year ending June 30, 1955. Informa- 
tion on the loans previously authorized is as follows: 


Summary of operations, defense production act loans 
{In thousands of dollars] 











| Operations during fiscal year 





Credits | ending June 30, 1955 Unpaid loan 
Country and obligor Product | previously) balance out- 


| Amount | Principal, Interest | June 30, 1955 
| disbursed! repaid | collected | 








| 
| 
| 
na | authorized! | standing 


| 
| 
- 




















Brazil: Industria e Comercio de | Manganese__|! $15, 365. 4 $870.8 Shay $295. 9 $8, 665. 4 
Minerios, 8. A. 
Haiti: Cotes de Fer Corp. - .-| Sisal... Ps) Re RICE S Nee es. 31.9 
Mexico: Zine Nacional, 5. A-....} Zine.......-.| 7 ; Ein $128.8 15. 4 208. 7 
Canada: | 
Campbell Chibougamau | } 
Mines, Ltd_. | Copper_.....| 5,500.0) 1,325.0 |.......-- 67.8 5, 500.0 
Molybdenite Corp. of Can- | | 
ada, Ltd____- : Molybde- | 540.0 |....-. 135. 0 28.0 | 405. 0 
num. 
Africa, Northern Rhodesia: | Copper and 22, 400.0 | 5, 918.5 393. 4 7, 08.7 
Rhodesia Congo Border Power cobalt. | 
Corp., Ltd | | | 
= } H 
FOB acsis stages dew lidesaegtthed in Salaun 44,345.2| 8,114.3] 263.8 800.5 | 22, 319.7 
| | 








’ Being that part of 00 602.1 credit authorized Sept. 4, 1952, certified to Eximbank by DMPA, $53,236. 6 
of which is a direct loan by Export-Import Bank. 


HOUSING AND HOME FINANCE AGENCY 


Hovsine AND Home FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 


Washington 25, D. C., September 8, 1955. 
Hon. Paut Brown, 


Chairman, Joint Committee on Defense Production, 
House of Representatives, Washington 25, D. C. 
(Attention: Mr. Harold J. Warren, clerk and counsel.) 


Dear Mr. CHarrMAN: This letter will supplement and substitute for my pre- 


vious reply to your letter of August 9 which requested information about this 
Agency’s activities during the last year under the Defense Production Act. 
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The Office of Defense Mobilization, under authorities pursuant to the Defense 
Production Act of 1950, as amended, and other laws and Executive orders, 
issued Defense Mobilization Order I-14 on November 26, 1954, delegating to 
the Housing and Home Finance Agency responsibility for the development and 
administration of preparedness measures relating to housing and community 
facilities. 

Under the provisions of this order, the measures for which the Agency is 
responsible are as follows: 

(a) Develop requirements for housing and community facilities construc- 
tion, repair, and rehabilitation in event of mobilization or attack on the 
United States and translate these needs into resources required. 

(b) Develop plans for and be prepared to undertake such housing and 
community facilities programs as will be necessary in event of mobilization 
or attack on the United States. 

(ec) Under the policy direction and coordination of the Office of Defense 
Mobilization, develop programs and regulations relating to the financing, 
rent stabilization, and allocation of housing for varying mobilization 
assumptions. 

(d) Develop and maintain plans to insure the continuity of the essential 
functions of the Housing and Home Finance Agency in event of attack on 
the United States. 

The activities undertaken during the past year by this Agency under this dele- 
gation have been that of planning standby programs for future emergencies. 
Necessarily, this planning takes into account the responsibilities that were dele- 
gated on September 8, 1954, to the Agency by the Federal Civil Defense Adminis- 
trator. These latter responsibilities are set forth in FCDA Delegation No. 2 of 
September 8, 1954, and are as follows: 

1. Conduct research and provide technical guidance to the States concern- 
ing protective standards for new housing construction and temporary shelter 
in existing housing facilities. 

2. Plan a national program, provide technical guidance to the States, and 
direct Federal activities concerned with the provision of temporary emer- 
gency housing in support of areas subjected to enemy attack. 

3. Plan a national program, develop technical guidance for States, and 
direct Federal activities concerned with the emergency restoration of essen- 
tial housing and those related community facilities damaged by enemy action 
for which the Agency normally has legal responsibility. 

Responsibility for staff assistance to the Administrator in connection with 
these two delegations was assigned, on December 22, 1954, to the Defense Plan- 
ning Staff of the Division of Plans and Programs. On the same date, there was 
established the HHFA Defense Council, composed of representatives of each of 
the Agency’s constituent administrations, with the Chief, Defense Planning Staff, 
as Chairman of the Council. The Defense Council advises with respect to the 
development of civil defense and defense mobilization programs, including the 
assignment of special defense tasks to the constituent administrations and to 
divisions within the Office of the Administrator. 

The major activity during the past year under these delegations has been 
directed toward the following program objectives: 

1. To identify the immediate emergency role of the Federal Government 
in providing temporary shelter and facilities during what is generally 
described as the survival period, or that period which would begin imme- 
diately upon a nuclear attack against the major population centers of the 
Nation. Subordinate but basic to the accomplishment of this objective is 
the development of plans under which the Agency would provide leadership 
and guidance to the States and cities in preparing their standby operational 
plans so that, if an attack should occur, emergency housing and related com- 
munity facility resources would be available in reception or support areas to 
provide temporary lodging for the evacuated population of target cities. 

2. To define in detail the wartime mission of the Agency for the long-term 
rehabilitation period. Here the emphasis is on the development of programs 
to provide necessary housing and community facilities in support of military 
operations and the demands of essential war industry. 

8. To assure the administrative readiness of the Agency in the event of 
mobilization by developing detailed plans for (@) undertaking essential war- 
time programs; (0) curtailing or terminating programs without wartime 
significance ; (c) staffing essential functions under appropriate organizational 
realinements; (d) relocating Agency personnel and records to nontarget 
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areas to assure continuity of essential functions; and (e) maintaining execu- 
tive direction. 

Operation Alert, 1955, demonstrated that the Agency has made significant 
progress toward the accomplishment of the broad program objectives listed 
above. During the forthcoming year we shall continue to give increasing em- 
phasis to this vitally important and complex assignment working in close coopera- 
tion with the Office of Defense Mobilization and the Federal Civil Defense 
Administration. 

Sincerely yours, 
Apert M. Core, Administrator. 


DereNnse MopiLizaTion Orper I-14 


DMO I-—14—Assignment of Defense Mobilization Responsibilities to the Housing 
and Home Finance Agency 


By virtue of the authority vested in me pursuant to the National Security Act 
of 1947, as amended; Reorganization Plan No. 3, effective June 12, 1953; the 
Defense Production Act of 1950, as amended; Executive Order 10480 of August 
15, 1953; and in order to facilitate the coordination of Federal policies and pro- 
grams for current defense activities and readiness for any future mobilization, 
it is hereby ordered: 

1. The Housing and Home Finance Administrator will be responsible for the 
development and administration of preparedness measures relating to housing 
and those community facilities for which the Agency has responsibility. Such 
preparedness measures should be undertaken within a work program which is 
consistent with the defense mobilization assumptions and objectives for the Gov- 
ernment as a whole, It should also take account of the delegation of authority 
and responsibility from Federal Civil Defense Administration. To assure con- 
sistency with the mobilization program as a whole, the proposed work program 
will be submitted to the Director of the Office of Defense Mobilization for review. 

2. The measures for which the Housing and Home Finance Administrator is 
responsible are as follows: 

(a) Develop requirements for housing and community facilities construction, 
repair, and rehabilitation in event of mobilization or attack on the United States, 
and translate these needs into resources required. 

(6) Develop plans for and be prepared to undertake such housing and com- 
munity facilities programs as will be necessary in event of mobilization or attack 
on the United States. 

(c) Under the policy direction and coordination of the Office of Defense Mo- 
bilization, develop programs and regulations relating to the financing, rent 
stabilization, and allocation of housing for varying mobilization assumptions. 

(d@) Develop and maintain plans to insure the continuity of the essential func- 
ar of the Housing and Home Finance Agency in event of attack on the United 

tates. 

3. The work program to be undertaken by the Housing and Home Finance 
Agency shall indicate the priority and scope of the work to be carried on in the 
assigned areas. Periodic reports of programs shall be submitted as requested. 

4. This order is not intended to affect any delegation of authority heretofore 
conferred upon the Housing and Home Finance Adniinistrator. 

OrrFice OF DEFENSE MOBILIZATION, 
ArTuor S. Ftemmine, Director. 
NOVEMBER 26, 1954. 


[F. R. Doc. 54-9488 ; filed, November 26, 1954; 2: 22 p. m.] 


SMALL BUSINESS ADMINISTRATION 


SMALL BUSINESS ADMINISTRATION, 
Washington 25, D. C., September 20, 1955. 
Hon. Pau Brown, 
Chairman, Joint Committee on Defense Production, 
Congress of the United States, Washington 25, D. C. 
(Attention of Mr. Harold J. Warren, clerk and counsel.) 


Dear Mr. CHAIRMAN: Pursuant to your recent request, I am pleased to trans- 
mit to you the attached report of the Small Business Administration in reference 
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to phases of activities of the agency which relate to defense production pro- 
grams under the Defense Production Act of 1950, as amended. 
This report covers operations for the period of July 1, 1954, through June 30, 
1955. 
Sincerely yours, : 
WENDELL B. Barnes, Administrator. 


REPorT oF OPERATIONS OF SMALL BUSINESS ADMINISTRATION (FOR THE 12 MontTHS 
ENDING JUNE 30, 1955) 


The Small Business Administration is the first independent Government agency 
created to service and protect the interests of small business concerns, both in 
peacetime and in periods of national mobilization and defense. 

Enabling legislation which created the Small Business Administration on 
July 30, 1953, has been extended by passage of the Small Business Act of 1955, 
Public Law 163, as amended by Public Law 268 of the S4th Congress, 1st session. 
The Small Business Administration is empowered to make business loans to 
small-business concerns, to aid, counsel, assist, and protect insofar as possible 
the interests of small business to insure that a fair proportion of total purchases 
and contracts of supply and services for the Government be placed with small 
business, and to make disaster loans as an aid to small plants and persons that 
are victims of floods and other disasters. 

One of the tools to carry out the policy of Congress that a fair proportion of 
the total purchases and contracts for supplies and services for the Government 
be placed with small-business concerns is the joint determination program car- 
ried on under the authority granted by section 214 of Public Law 163, as amended. 
This program restricts for competitive bidding or negotiation among small firms 
all or a percentage of individual military purchases determined to be suitable 
for award to them. To carry out this program, the Small Business Administra- 
tion assigned representatives to screen unclassified purchases in 36 major mili- 
tary procurement offices. The Small Business Administration plans to extend 
the joint determination program to other military installations and to the more 
important Federal civilian agency purchasing offices. 

Small Business Administration representatives advise procurement officials of 
the offices covered of proposed purchases which they believe should be set aside, 
in whole or in part, for competition among small-business firms. Each such 
request is reviewed by the procurement officials and either agreed to, modified, 
or rejected. 

During the past fiscal year, the joint determination program continued to in- 
crease in effectiveness. Both the number and dollar amount of military pur- 
chases reserved for competitive award to small business increased substantially. 
During fiscal year 1955, the agency obtained agreement from military officials to 
reserve 3,924 proposed purchases totaling $386,610,589 for award to small firms; 
this compares with 1,621 purchases amounting to $228,504,359 earmarked for 
small business in the 11 months from August 1, 1953, when this agency began 
operations, to June 30, 1954. This decided improvement in the program is at 
least partially due to better cooperatioa by military officials and to adoption by 
the Department of Defense and the three services, of the 10 Small Business Ad- 
ministration proposals designed to improve the program which were men- 
tioned in the previous report to the Joint Committee on Defense Production. 

Table I sets forth results of the joint determination program of the Small 

susiness Administration from August 1, 1953, through June 1955. 


TaBie I.—Joint determinations 


{Number and dollar value, from Aug. 1, 1953, through June 1955] 








! 
Army Navy Air Force | United States 
ee | 
Number initiated by SBA.._..............---- 2, 997 2, 265 709 5, 971 
Estimated value... ..._- IR eR ERE RSE $372, 631, 856 | $253, 092,974 | $175, 044,138 | $800, 768, 968 
Number agreed to by the military...........-. 2, 787 2, 153 605 5, 545 
Estimated value... __. $312, 736, 796 | $219, 117, 438 $83, 260,714 | $615, 114, 948 
Number rejected, or withdrawn after agree- 

NG ss a as Kite n Hadonkgcalabais 319 168 129 616 
Estimated value-. .___-. Se ay SoG SE $87,654,176 | $41,546,772 | $96,624,478 | $225, 825, 426 
Number of procurements awarded !_........... 1, 157¢ , 590 349 3, 509 
Mationgted vee ses cs yi een $132, 945, 788 | $126, 686,395 | $35,834,208 | $295, 466, 301 

















i These awards have resulted in 4,991 contracts to small firms. 
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The major difference between joint determinations agreed to and the resulting 
contract awards is due to the time lag between the making of a joint agreement 
and award of the contract by the procurement agency. The time lag is especially 
long on larger procurements. 

The Small Business Administration is cognizant of expressions of legislative 
committees and has taken steps to strengthen the contract-assistance program. 
As a result, a positive approach to insure a fair proportion of contracts for 
small business has been pursued by initiating closer cooperative working rela- 
tionships between the Department of Defense and the Small Business Adminis- 
tration personnel. The Assistant Secretary of Defense for Supply and Logisties, 
Hon. Thomas P. Pike, has been cooperative and helpful in creating an atmosphere 
which permits closer working relationships. 

It is true, of course, that all key officials of various Government agencies 
contracting for supplies and services are working toward the same end and 
all have taken cognizance of the responsibilities placed on the Small Business 
Administration, as reflected in the report of the Select Committee on Small 
Business of the United States Senate. In this report the observation is made: 
“The Congress has given a mandate to the Small Business Administration to 
perform in the area of procurement as a partner with the Department of Defense. 
This committee and others in the past have voiced their concern over an apparent 
reluctance on the part of the Department of Defense to enter into such a 
partnership.” 

There still are areas of disagreement between the Small Business Adminis- 
tration and the military services concerning what specific procurements can 
properly be earmarked for small business. The main reason given by some 
contracting officers in rejecting proposed joint determinations is unwillingness 
to restrict entire procurements to small firms because they believe that large 
firms might bid slightly lower than small-business suppliers. When this occurs, 
the agency’s representatives then request that a portion of the procurement, 
large enough to insure an economical production run, be restricted to small 
business. Since small-business bidders would have to meet the price at which 
the advertised portion of the procurement was awarded, or in case of multiple 
awards, the weighted-average price, the Government could not possibly pay a 
higher unit price for the restricted portion. However, a drawback to this pro- 
cedure is that a partial joint determination often is not appropriate, since many 
procurements are too small to be divided into more than one economical produc- 
tion run. 

Another area of disagreement concerns research and development contracts. 
Although many of these contracts are well suited for performance by small busi- 
ness, the Small Business Administration has had difficulty convincing military 
contracting officers that procurements of this type should be restricted to small 
firms. During the last 6 months of fiscal year 1955, however, some Navy con- 
tracting officers agreed to joint determinations on research and development 
procurements. It is hoped that Army and Air Force procurement officials will 
do likewise. 

Negotiations now are progressing with the Department of Defense to establish 
a set-aside program that will allow smal! firms to continue to receive awards on 
purchases of items normally produced by small business as well as to broaden 
the participation of small firms in other procurements heretofore preponderantly 
produced by large concerns. This should result in small firms receiving a greater 
share of military business. 

A main objective of the Small Business Administration is to increase the 
number of items that purchasing officers will restrict to small-business competi- 
tion. One way in which this goal can be attained is by making certain that 
military bidders’ lists include a sufficient number of established or potential 
small-business suppliers capable of producing the items to be purchased. The 
agency’s programs of providing additional small-business sources of supply 
where greater competition is needed, and of making selective referrals of pro- 
curement opportunities to small firms, are resulting in greatly increased small- 
business competition. This objective ties in admirably with the program of the 
Defense Department to maintain a sound mobilization base and to achieve 
widespread dispersal of its suppliers. 

The earmarking of suitable procurements for competitive bidding among 
small-business concerns is only one of the benefits of having Small Business 
Administration representatives at military procurement centers. In addition, 
these agency representatives assist small firms in obtaining the opportunity to 
bid on specific procurements; advise and assist them in general in selling to 
the Government; assist them in presenting grievances to procurement officials ; 
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and serve to offset the advantage enjoyed by large firms which have agents who 
regularly visit the procuring installations. Small Business Administration 
representatives also serve as spokesmen for small business in top-level con- 
ferences at the purchasing centers. 

In the opinion of many observers, small firms fare better on formally advertised 
than on negotiated procurements. Consequently, whenever possible, the Small 
Business Administration is encouraging and assisting contracting officers to 
adopt firm specifications on procurements, so that the formally advertised tech- 
nique of buying can be used more broadly. 

At the invitation of the Assistant Secretary of Defense for Supply and Logistics, 
a Small Business Administration liaison officer has been assigned to the Defense 
Department. This agency representative participates in conferences and discus- 
sions, and in the preparation of directives, relating to small-business policies of 
the Defense Department and the three military services. Excellent cooperation 
has been accorded the liaison officer by military officials, and his participation 
at the Defense Department’s policy level has resulted in a number of changes 
in procurement procedures which should prove beneficial to small firms. Further, 
the cooperative arrangement promises even greater benefits for small business in 
the future. 

The agency gives small business a tremendous amount of assistance by helping 
them determine which items or services they can supply the Government, and 
assisting them in requesting inclusion on the appropriate bidders’ lists. In addi- 
tion, by agreement with the Defense Department, the agency recommends addi- 
tional small-business concerns for inclusion on the list of bidders to be solicited 
for any specific procurement which is suitable for performance by small business, 

The agency also informs the firms as to how bid sets, specifications, and drawings 
relating to the purchases may be obtained or where they are available for inspec- 
tion. In this connection, each Small Business Administration field office has avail- 
able for reference and estimating purposes a set of packing and packaging speci- 
fications especially selected to fill the needs of small firms. 

The United States Government Purchasing Directory was issued by the Small 
Business Administration in March 1954 to provide small business with information 
as to who buys what and where in the Federal Government and to furnish them 
with a wide variety of helpful information on selling to the Government and 
obtaining subcontracting leads. The agency has now prepared a complete revision 
for printing by the Government Printing Office. 

A Small Business Administration service of great value to small! firms is noti- 
fication to them of procurement opportunities suitable to their facilities. In this 
program, the Small Business Administration field offices review bidding forms, 
drawings, and specifications received from both military and Federal civilian 
purchasing offices to determine whether or not small firms in their areas can 
supply the items. Firms whose facility records, as filed with the Small Busi- 
ness Administration, indicate that they can furnish the items are notified of 
the procurement opportunities by use of a standardized procurement notice, which 
presents detailed information about the proposed purchases. It has been found 
that local procurements are especially suitable to small firms, many of which 
are unaware of the sales potential in local Federal purchases. 

The overall objective of the prime contract referral program is to acquaint 
small firms with the necessary steps in competing for Government business and 
to furnish them with opportunities to bid until they have obtained listing on 
appropriate bidders’ lists. Accordingly, at the time that it notifies a small firm 
of a procurement opportunity, the Small Business Administration also advises 
it to request placement on the bidder’s list for the particular item or service. The 
agency also includes with the notice a leaflet which outlines important points 
in selling to the Government. Referrals pertaining to a specific item being pur- 
chased by a specific purchasing officer are discontinued after the small firm has 
had ample time to be placed on the office’s bidders’ lists. 

During fiscal year 1955, Small Business Administration regional and branch 
offices have made 150,463 notifications of prime contract opportunities to qualified 
small concerns in their areas. During this time, Small Business Administration 
regional offices reported that 3,135 contract awards totaling $250,933,000 were 
made to firms which were notified of the bidding opportunities by the Small Busi- 
ness Administration. It is believed that this figure would be much greater but 
for the difficulty of securing complete data on awards. 

Additional competition is needed for many items purchased by the Govern- 
ment. Such items may be: (1) Sole-source items for which there is only one 
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known supplier; (2) items for which there is an insufficient total number of 
suppliers; and (3) items for which there is an insufficient number of small- 
business suppliers. 

To obtain more competition and at the same time broaden the industrial base, 
military procurement officials and Small Business Administration representa- 
tives at procurement installations cooperate in seeking additional small-business 
suppliers. By means of their facility inventories, Small Business Administra- 
tion regional offices locate small firms which are competent and willing to bid 
on the items for which additional competition is sought. In some instances, 
an agency representative at a procurement center is able to obtain lists of bidders 
from other procuring installations which buy the same or similar items; he then 
uses these in supplementing the small-business portion of the bidders list at 
his own installation. In the past fiscal year, Small Business Administration 
regional offices report that 4,632 small-business sources of supply have been 
furnished to procurement offices needing additional competition on their pur- 
chases. 

Government procurement offices face the problem of determining how many 
bidding forms and prints to reproduce when making a particular purchase. 
When a small firm reports to the Small Business Administration that it is unable 
to obtain a bid set, the agency invites the firm to inspect the bidding forms at one 
of its regional or branch offices, or, if the agency does not itself have the forms, 
suggests other Government offices where they may be available for inspection. 
The agency also urges the firm to apply immediately for placement on the appro- 
priate bidders list, so that it may receive bid sets for future purchases direct 
from the procuring installation. 

At times, insufficient copies of prints or drawings restrict the opportunity for 
small firms to bid on a particular purchase. To combat this, the Small Business 
Administration and some Navy procurement offices have adopted a plan whereby 
reproducible prints are forwarded by the Navy to the agency’s regional offices. 
Firms which wish to bid on the items may then have the prints reproduced at 
their own cost, and may obtain a bid set from the Navy. This plan has proved 
advantageous both to small firms desiring to bid on the purchases and to the 
purchasing offices themselves. 

A method used by some military offices to overcome the problem of insufficient 
copies of bid sets is that of (1) providing advance notice of procurements to firms 
on their bidders list and (2) publishing notices of the proposed purchase in the 
Department of Commerce publication, Synopsis of United States Government 
Proposed Procurement, Sales and Contract Awards. All requests for bid sets 
received within 10 days of the notice are honored. This plan gives firms ade- 
quate advance notice for requesting bid forms and enables the purchasing office 
to prepare the proper number of bid sets to satisfy the demand from bidders. 
However, the procedure has been used only sparingly by procuring agencies. 

Military instructions to contracting officers are that they “endeavor to allow 
a minimum of 30 days from date of issue of invitations for bid or requests for 
proposal to opening or closing date on all procurements,” 

Despite this, invitations for bid or requests for proposal frequently provide 
insufficient lead time to enable potential new suppliers, who are not on the bidders 
lists, to obtain bid sets and prepare and submit their bids or proposals. West 
coast firms, because of their greater distance from many of the large purchasing 
offices, constantly complain of inadequate lead time. These firms are given all 
possible information concerning the procurements by the Small Business Admin- 
istration field offices and urged to request placement on the bidders’ list so as to 
receive appropriate bidding forms on future procurements direct from the pur- 
chasing offices. This will eliminate the time now required for the firms to request 
and obtain bid sets. 

In a few cases which have been brought to the attention of the Small Business 
Administration, invitations for bid were not actually mailed to firms on the 
bidders list until several days after the date of issuance shown on the bidding 
form, These cases, and others in which the procuring agency has provided 
exceptionally short lead time, are brought to the attention of procurement officials 
by the agency. 

Responsive to small-business requests and congressional committee observa- 
tions, the agency has directed specific attention to the problem of adequate 
specifications for contract bidding. While progress has been made toward 
preparation of adequate specifications for bidding on proposed procurements, this 
still continues to be a problem area which receives the attention of the Small 
Business Administration in respect of the “fair share” policy, Likewise, the 
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related problems of emergency purchases and unrealistic delivery schedules 
receive the attention of the agency with a view toward recommendations to 
appropriate Department of Defense services for corrective action. 

The reduction in military spending, coupled with expansion of their own 
facilities, has caused many prime contractors to curtail their subcontracting 
programs. The present tendency among prime contractors is to keep work in 
their own plants or to place a larger volume with affiliated plants or subsidiaries. 
This tendency may be encouraged by the weapons system concept of procure- 
ment, whereby the prime contractor is assigned responsibility for delivery of 
the complete end product. Under this concept, some items of equipment formerly 
purchased by the Government directly from component manufacturers are now 
being purchased by the prime contractor. 

The Small Business Administration has a program designed to increase the 
volume of subcontract awards to small firms. The program is carried on 
through direct contact with prime contractors to determine which items they 
plan to subcontract and to refer to them qualified small firms with suitable 
subcontracting facilities. An effective subcontracting program is primarily 
dependent upon personal contacts with prime contractors in behalf of specific 
subcontractors on definite contracts. The agency’s efforts in this regard have 
been handicapped somewhat by lack of personnel. 

Despite this, during fiscal year 1955 Small Business Administration regional 
and branch offices had 9,224 contacts with firms desiring subcontracting op- 
portunities and called on 3,185 prime contractors to learn of their subcontracting 
needs. These contacts resulted in 3,332 requests for subcontractors by the large 
firms, for which agency field offices made 7,891 referrals. 

Under agreement with the Atomic Energy Commission and its prime con- 
tractors, Small Business Administration regional offices are notified of the needs 
of the Atomic Energy Commission prime contractors and bring these to the at- 
tention of qualified small firms. However, the major construction and in- 
stallation phases of the Atomic Energy Commission program have been com- 
pleted and the plants will soon be turned over to the operations contractors. 
Future procurements in these plants will be limited primarily to maintenance, 
repair, and operating supplies. Small Business Administration regional offices 
will continue to maintain liaison with the operations contractors to learn of their 
needs and to provide small-business concerns with information on them. 

The statutory authority for the Small Business Administration to act as a 
prime contractor for other Government agencies is contained in section 207, 
paragraphs (c) and (d) of the Small Business Act of 19538. At present, the 
prime contracting program is in a standby status. However, the agency's con- 
tractual authority could be used widely in the event of an emergency. 

The certificate of competency program of the Small Business Administration 
provides assistance to qualified small companies by helping them obtain prime 
contracts which otherwise would be denied them. If a small company or a 
group of small companies is low bidder, or within negotiation range, on a pro- 
posed Government contract, but is rejected on grounds of credit or capacity, the 
company or group may apply to the agency for a certificate. Technical staff of 
SBA survey the plant and production facilities, and evaluate the management’s 
manufacturing experience, technical ability, and financial capabilities. If the 
agency finds that the bidder is qualified to perform the contract, a certificate is 
issued. The certificate must be accepted as conclusive by the procurement offi- 
cer, as far as technical and financial requirements of the contract are con- 
cerned. After a certificate has been issned and the contract awarded, the Small 
Business Administration makes a systematic followup in order to assist the firm 
should it encounter difficulties in maintaining production schedules. 

As of June 30, 1955, the agency had received 231 applications covering pro- 
curements totaling $44,572,036 and had granted 107 certificates. Through &9 of 
these certifications, small firms had received contracts totaling $9,073,821. Ina 
number of cases contracting officers have awarded contracts to small firms on the 
agency’s assurance of their competency and without the issuance of certificates. 

The Small Business Administration's facilities inventory is a nationwide plan 
for registering the productive facilities of small companies. Some 30,000 firms 
have supplied the agency with data on their productive capacity. In the event 
of a national emergency, the present inventory would serve as a basis for rapidly 
increasing the number of registered plants. The agency is now making a special 
effort to register small plants which are located away from metropolitan areas 
since these are less likely to be damaged in the event of attack. Principal uses 
of the facilities inventory include (1) providing a basis for mobilization plan- 
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ning and rapid mobilization in case of emergency, (2) locating new sources of 
supply for the military services, (3) assisting the registered companies to obtain 
prime and subcontracts, and (4) locating scarce or specialized machine tools 
and equipment. 

The Small Business Administration has continued to increase the amount and 
variety of specifications assistance it provides small concerns. One function is 
the review of proposed or new interim Federal specifications to make certain that 
they do not include provisions which would be restrictive to small concerns, An- 
other is the placing in SBA field offices reference sets of packaging and packing 
specifications considered to be of most value to small concerns in selling to the 
Government. As an additional convenience, Small Business Administration field 
offices maintain files of Government specifications compiled from expired bid 
sets, and make these available to small firms. 

The agency also has prepared the United States Government Specifications 
Directory, which gives the locations of Government installations and libraries 
where small concerns may easily locate indexes to specifications and Govern- 
ment specifications required to prepare bids. The directory is available from the 
Superintendent of Documents at 25 cents per copy. 

Small firms seek and are provided assistance by the Small Business Adminis- 
tration on a wide range of production problems, including ones on factory lay- 
out, methods engineering, production scheduling, materials handling, and manu- 
facturing operations. Many cases involve firms receiving certificates of com- 
petency or loans. Where the assistance of technical specialists is required with 
respect to working details, the agency suggests the advisability of obtaining a 
professional service group or consultant to provide guidance. 

Under provisions of the Small Business Act of 1953, as amended, the Small 
Business Administration gives advice and assistance in the formation of small- 
business production pools and formally approves their proposed operations in 
accordance with section 217 of the Small Business Act of 1953. This approval 
is subject to the concurrence of the Attorney General and the Chairman of the 
Federal Trade Commission. There are now 25 approved small-business produc- 
tion pools in existence, only 9 of which consider themselves active. The others 
are maintaining their organizations on a standby basis for possible reactivation 
at a later date. 

Through June 30, 1955, small business production pools had been awarded 227 
Government contracts amounting to approximately $5,838,729. Of these, 4 con- 
tracts totaling $2,701,305 have been canceled for default. 

Activity in the Small Business Administration’s products assistance program 
has increased rapidly from about 100 requests for assistance to S800 per month. 
At this rate of increased interest, requests for assistance may reach 2,000 per 
month. This program is designed to assist small-business concerns in keeping 
abreast of product development. The program includes but is not limited to 
assistance in product development, possible new and improved products, Govern- 
ment-owned patents, privately owned patents, product redesign, and new 
processes. 

The purpose of the program is to offset, as far as possible, the disadvantage 
which besets small firms in utilizing research for product development. The 
nature of the numerous requests for assistance which have been received by the 
agency since the program was established clearly indicates that many small con- 
cerns are in an unfavorable competitive position because they are unable to con- 
duct effective or continuous research on product development. 

The agency has released two issues of its Products List Circular which is de- 
signed to bring to the attention of small concerns a selected variety of inven- 
tions, inventive ideas, and products which they may be interested in producing 
and marketing. The circular is a means of bringing together small firms in 
search of product ideas and new products or processes and persons who have 
products or product ideas available for manufacture or marketing. 

Under the Government’s accelerated tax-amortization program, business con- 
cerns are encouraged to expand defense production facilities by granting them 
tax relief in the form of accelerated amortization. The Small Business Admin- 
istration assists small firms to obtain a fair share of accelerated tax-amortiza- 
tion privileges by interceding in their behalf with the Office of Defense Mobiliza- 
tion and delegate agencies in order to obtain prompt and favorable action on 
their applications for certificates of necessity. The Small Business Administra- 
tion also obtains additional information needed by the Office of Defense Mobiliza- 
tion and the delegate agencies in evaluating applications filed by small concerns, 
provides information to small firms on the status of their applications, and ad- 
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vises them of any adverse developments or other circumstances. In a number of 
cases, Small Business Administration assistance resulted in the approval of small- 
business applications which might otherwise have been denied. 

Pursuant to provisions of the Small Business Act of 1953, as amended, the 
Small Business Administration acts as the representative of small business before 
other Government agencies which are developing materials and equipment plans 
or which have adopted policies that are causing hardship to small concerns. The 
Small Business Administration has become increasingly concerned during the 
past fiscal year over the difficulties of small firms in obtaining a fair share of 
materials which are in critical supply. The increasing frequency with which 
small firms have called upon the agency for assistance, particularly in obtaining 
aluminum and copper, clearly indicates that industry requirements for the metals 
are sufficiently high to create distribution problems for an extended period 
of time. 

The Small Business Administration also assists small firms in obtaining 
improved delivery schedules for machine tools on order, or to locate sources of 
used equipment available for purchase. As part of the agency’s work in this 
area, it reviews each Defense Department request to the Office of Defense Mobi- 
lization for approval to lease Government-owned machine tools for nondefense 
purposes. When it appears that such lease proposals might adversely affect the 
competitive position of small firms, the agency makes appropriate recommenda- 
tions to the Office of Defense Mobilization. 

In participation with the General Services Administration, the Business and 
Defense Services Administration of the Department of Commerce, and the Office 
of Defense Mobilization, the Small Business Administration located a significant 
number of “elephant” machine tools for inclusion in the mobilization reserve 
now under consideration. Of the total number of firms included in the final 
report covering the project, 21 percent were small firms whose machine tools were 
located by means of the Small Business Administration’s facilities inventory. 

In reply to requests for assistance to surplus labor areas, the agency made 94 
surveys in the period January 1 through June 30, 1955. In most instances a 
study was made of the small business concerns in the area, and the companies 
were given assistance and information in regard to Government procurements 
suitable to their facilities. Agency staff members also suggested ways in which 
the firms could increase the efficiency of their operations, expand their market 
possibilities, diversify their products, and in other ways expand and absorb 
surplus productive labor of the area. 

In addition, the agency helps surplus labor areas by (1) encouraging prime 
contractors to award subcontracts to small firms within the area; (2) referring 
individuals seeking to establish new firms or facilities to its regional offices 
serving surplus labor areas; (3) giving priority to applications for loans from 
small firms in such areas; and (4) providing assistance to small firms from 
these areas which have filed for certificates of necessity. 

To assist owners of small businesses to become well-rounded administrators, 
the Small Business Administration encourages and provides guidance to educa- 
tional institutions to conduct short, practical courses in administrative man- 
agement. These courses embody two principles: (1) They are designed for 
owners and managers of small firms; and (2) the subjects taught are limited 
to business administration, not operation. During fiscal year 1955, 53 courses 
were conducted by 40 educational institutions. 

A program very popular with small firms is the issuance of management pub- 
lications by the Small Business Administration. These are prepared on sub- 
jects suggested by businessmen themselves to fill a genuine need for practical 
information which will assist operators in conducting a successful business. 
Management publications offered by the Small Business Administration fall 
into the following five series: 


1. Management Aids for Small Manufacturers 


At the end of fiscal year 1955, 63 leaflets had been issued from which a total 
of 1,410,350 copies had been requested. There is no charge for this series. In 
addition, the agency has issued a volume titled “Management Aids for Small 
Business; Annual No. 1,” which contains the first 31 publications in the series. 
As of June 30, 1955, total sales of this volume by the Superintendent of Docu- 
ments for 65 cents each were 10,863 copies. 
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2. Small Marketers’ Aids 


This series is designed to serve owners and managers of smaller retail, whole- 
sale, and service enterprises in the same way that the Management Aids for 
small manufacturers serve small plant operators. Copies are free. 


8. Technical Aids for Small Manufacturers 


These leaflets present various technological aspects of operating a manufac- 
turing plant. In any production setup there are many opportunities for devel- 
oping improvements which yield competitive advantages. These aids assist 
small plant operators in keeping up to date on such improvements. From the 
start of this series 40 publications have been issued and 473,445 copies had been 
distributed through June 30, 1955. 


4. Small business management series 


Through June 30, 1955, 16 booklets had been published ranging in length from 
15 to 90 pages, and in price from 15 toe 35 cents. The popularity of the booklets 


is indicated by the fact that 328,449 copies of them had been purchased by 
businessmen and others as of June 30, 1955. 


5. Joint Small Business Administration-Commerce publications 


Work on publications issued jointly by the Small Business Administration 
and the Department of Commerce also has progressed steadily. Developing 
and Selling New Products, originally released 5 years ago, was brought up to 
date and revised. Bulletins now available include 25 operating ratio compila- 
tions, 20 financial requirements worksheets, and 79 basic information bibliogra- 
phies and summaries of information. All of these publications are available 


without charge from the Small Business Administration field offices and the 
Washington headquarters. 
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LIST OF EXECUTIVE ORDERS 


Issued under the authority of the Defense Production Act of 1950, as amended, in whole or in part, during the 
period beginning Oct. 1, 1951, and ending Nov. 30, 1955 





Executive 
Order No. 


Title of order 


Date of order 


Federal Regis- 
ter citation 


Date of Fed- 
eral Register 





10301 


10308 





Amending Executive Order No. 10161, as 
amended, to provide for alternate members 
of the Wage Stabilization Board. 

Improving the means for obtaining compli- 
ance with the nondiscrimination provisions 
of Federal contracts. 

Transferring certain functions and delegat- 
ing certain powers to the Small Defense 
Plants Administration. 

Amending Executive Order No. 10161 of Sept. 
9, 1950, with respect to the definitions of 
“solid fuels” and “‘domestic transportation, 
storage, and port facilities.” 

Amending Executive Order No. 10161, as 
amended, with respect to certain plant fibers. 

Delegating certain authority of the President 
to the Small Defense Plants Administrator. 

Amending Executive Order No. 10161 with 
respect te real-estate credit. 

Providing for the composition of the Wage 
Stabilization Board. 

Amending Executive Order No. 10161 of Sept. 
9, 1950, as amended, to provide for certain 
alternate members of the Wage Stabilization 
Board. 

Further providing for the administration of the 
Defense Prodtction Act of 1950, as amended. 

Suspension of wage and salary controls under 
the Defense Production Act of 1950, as 
amended. 

Delegating and transferring certain functions 
and affairs to the Office of Defense Mobiliza- 
tion provided for in Reorganization Plan 
No. 3 of 1953. 

Further providing for the administration of the 


Defense Production Act of 1950, as amended. | 
Further providing for the administration of the | 
| 


| Sept. 26, 1953 
and guaranty functions under the Defense | 


defense mobilization program. 
Providing for the administration of certain loan 


Production Act of 1950, as amended. 

Delegating certain functions of the President 
to the Administrator of the Small Business 
Administration. 

Disposition of functions remaining under title 
IV of the Defense Production Act. 

Transferring certain functions, powers, and 
duties to the Small Business Administration. 

Amending Executive Orders Nos. 10219 and 
10480 with respect to the designation of a 
Commissioner of the Interstate Commerce 
Commission to perform certain. functions. 

Amendment of Executive Order No. 10480 pro- 
viding for the administration of the defense 
mobilization program. 

Providing for loans to aid in the reconstruction, 
rehabilitation, and replacement of facilities 
which are destroyed or damaged by a major 
disaster and which are required for national 
defense. 

Providing for the appointment of certain per- 
sons under the Defense Production Act of 
1950, as amended. 











Nov. 2, 1951 


Dee. 3, 1951 





5, 1952 


6, 1952 | 


j 
j 


June 9, 1952 | 
7, 1952 | 


14, 1952 | 


July 
July 
July 25, 1952 


Aug. 


4, 1953 
6, 1953 


Feb. 
Feb. 


June 17, 1953 


June 30, 1953 | 


Aug. 14, 1953 


Oct. 14, 1953 


Dec. 
June 22, 1954 


1, 1953 


Nov, 5, 1954 


Aug. 25, 1955 


Nov. 28, 1955 


30, 1952 | 





16 F. R. 11257_| 
. R. 12308_| 


- 1145. 


- 171... 


. 5269... 


Nov. 6, 1951 


Dee. 6, 1951 
Feb. 6, 1952 


Feb. 7, 1952 


June 11, 1952 





. 6141_.| 


- 6425... 


' 
6801..| July 
. 7995. _| 


20 F. R. 8769_. 


| July 9, 1952 


| July 16, 1052 
29, 1952 
Sept. 4, 1952 
Feb. 
Feb. 


6, 1953 


10, 1953 


June 19, 1953 
July 2, 1953 
Aug. 20, 1953 
Sept. 29, 1953 


Oct. 16, 1953 


Do. 
Dec. 3, 1983 
June 22, 1954 


Nov. 9, 1954 


Sept. 1, 1955 


Nov. 30, 1955 
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THE DEFENSE PRODUCTION ACT OF 1950, AS AMENDED * 


AN ACT To establish a system of priorities and allocations for materials and facilities, 
authorize the requisitioning thereof, provide financial assistance for expansion of pro- 
ductive capacity and supply, provide for price and wage stabilization, provide for the 
settlement of labor disputes, strengthen controls over credit, and by these measures 
facilitate the production of goods and services necessary for the national security, and 
for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act, divided into titles, may be cited 
as “the Defense Production Act of 1950.” 


TABLE OF CONTENTS 


Title . Priorities and allocations. 

Title . Authority to requisition.* 

Title . Expansion of productive capacity and supply. 
Title ’. Price and wage stabilization.? 

Title ’. Settlement of labor disputes.? 

Title VI. Control of consumer and real estate credit.* 


Title VII. General provisions. 


DECLARATION OF POLICY 


Sec. 2. In view of the present international situation and in order to provide 
for the national defense and national security, our mobilization effort continues 
to require some diversion of certain materials and facilities from civilian use 
to military and related purposes. It also requires the development of prepared- 
ness programs and the expansion of productive capacity and supply beyond 
the levels needed to meet the civilian demand, in order to reduce the time 
required for full mobilization in the event of an attack on the United States. 


TITLE I—PRIORITIES AND ALLOCATION 


Sec. 101. (a) The President is hereby authorized (1) to require that perform- 
ance under contracts or orders (other than contracts of employment) which 
he deems necessary or appropriate to promote the national defense shall take 
priority over performance under any other contract or order, and, for the 
purpose of assuring such priority, to require acceptance and performance of 
such contracts or orders in preference to other contracts or orders by any person 
he finds to be capable of their performance, and (2) to allocate materials and 
facilities in such manner, upon such conditions, and to such extent as he shall 
deem necessary or appropriate to promote the national defense. 

(b) The powers granted in this section shall not be used to control the general 
distribution of any material in the civilian market unless the President finds 
(1) that such material is a searce and critical material essential to the national 
defense, and (2) that the requirements of the national defense for such material 
cannot otherwise be met without creating a significant dislocation of the normal 
distribution of such material in the civilian market to such a degree as to create 
appreciable hardship. 

Sec. 102. In order to prevent hoarding, no person shall accumulate (1) in 
excess of the reasonable demands of business, personal, or home consumption, 
or (2) for the purpose of resale at prices in excess of prevailing market prices, 
materials which have been designated by the President as scarce materials or 
materials the supply of which would be threatened by such accumulation. The 
President shall order published in the Federal Register, and in such other manner 
as he may deem appropriate, every designation of materials the accumulation 
of which is unlawful and any withdrawal of such designation. In making such 
designations the President may prescribe such conditions with respect to the 
accumulation of materials in excess of the reasonable demands of business, 
personal, or home consumption as he deems necessary to carry out the objectives 
of this Act. This section shall not be construed to limit the authority contained 
in sections 101 and 704 of this Act. 


1 Terminated June 30, 1953. 
> Public Law 774, 81 ‘Cong, September 8, 1950, ch. 982, 6 
ublic Law 774, 31 Cong., September 8, , ch. 932, 64 Stat. 798, 50 U. S. C. App. 
2061-2066 ; Public Law 69, 82d Cong., June 30, 1951, ch. 198; Public Law 96, Sa cone: 
July 31, 1951, ch. 275, 65 Stat. 134, 50 U. S. C. App. 2061-2166; Public Law 429, 82d 
Cong., June_30, 1952. ch. 530, 66 Stat. 296, 50 U. S. C. App. 2061-2166; Public Law 95, 
83d Cong., June 30, 1953, ch. 171; Public Law 119, 84th Cong., June 36 1955, ch. 251; 
Public Law 295, S4th Cong., August 9, 1955, ch. 655, 69 Stat. 580, 56 U. §. C. A p. 
ret? ha i The provisions of the 1955 amendments took effect as of the close of July 31, 
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Sec. 103. Any person who willfully performs any act prohibited, or willfully 
fails to perform any act required, by the provisions of this title or any rule, 
regulation, or order thereunder, shall, upon conviction, be fined not more than 
$10,000 or imprisoned for not more than one year, or both. 

Sec. 104. Import Contrrots. Terminated at the close of June 30, 1953, by section 
11, 1953, amendments. 


TITLE II—AUTHORITY TO REQUISITION AND CONDEMN 
Terminated at the close of June 30, 1953, by section 11, 1953 amendments. 


TITLE IlII—EXPANSION OF PRODUCTIVE CAPACITY AND SUPPLY 


Sec. 301. (a) In order to expedite production and deliveries or services under 
Government contracts, the President may authorize, subject to such regulations 
as he may prescribe, the Department of the Army, the Department of the Navy, 
the Department of the Air Force, the Department of Commerce, and such other 
agencies of the United States engaged in procurement for the national defense 
as he may designate (hereinafter referred to as “guaranteeing agencies”), with- 
out regard to provisions of law relating to the making, performance, amendment, 
or modification of contracts, to guarantee in whole or in part any public or private 
financing institution (including any Federal Reserve bank), by commitment to 
purchase, agreement to share losses, or otherwise, against loss of principal or 
interest on any loan, discount, or advance, or on any commitment in connection 
therewith, which may be made by such financing institution for the purpose of 
financing any contractor, subcontractor, or other person in connection with the 
performance of any contract or other operation deemed by the guaranteeing 
agency to be necessary to expedite production and deliveries or services under 
Government contracts for the procurement of materials or the performance of 
services for the national defense, or for the purpose of financing any contractor, 
subcontractor, or other person in connection with or in contemplation of the 
termination, in the interest of the United States, of any contract made for the 
national defense; but no small-business concern (as defined in section 714 (a) (1) 
of this Act) shall be held ineligible for the issuance of such a guaranty by reason 
of alternative sources of supply. 

(b) Any Federal agency or any Federal Reserve bank, when designated by the 
President, is hereby authorized to act, on behalf of any guaranteeing agency, as 
fiscal agent of the United States in the making of such contracts of guarantee 
and in otherwise carrying out the purposes of this section. All such funds as may 
be necessary to enable any such fiscal agent to carry out any guarantee made by it 
on behalf of any guaranteeing agency shall be supplied and disbursed by or under 
authority from such guaranteeing agency. No such fiscal agent shall have any 
responsibility or accountability except as agent in taking any action pursuant to 
or under authority of the provisions of this section. Each such fiscal agent shall 
be reimbursed by each guaranteeing ngency for all expenses and losses incurred 
by such fiscal agent in acting as agent on behalf of such guaranteeing agency, 
including among such expenses, notwithstanding any other provision of law, 
attorneys’ fees and expenses of litigation. 

(c) All actions and operations of such fiscal agents under authority of or pur- 
suant to this section shall be subject to the supervision of the President, and to 
such regulations as he may prescribe; and the President is authorized to pre- 
scribe, either specifically or by maximum limits or otherwise, rates of interest, 
guarantee and commitment fees, and other charges which may be made in con- 
nection with loans, discounts, advances, or commitments guaranteed by the guar- 
anteeing agencies through such fiscal agents, and to prescribe regulations gov- 
erning the forms and procedures (which shall be uniform to the extent practi- 
cable) to be utilized in connection with such guarantees, 

(d) Each guaranteeing agency is hereby authorized to use for the purposes of 
this section any funds which have heretofore been appropriated or allocated or 
which hereafter may be appropriated or allocated to it, or which are or may 
become available to it, for such purposes or for the purpose of meeting the neces- 
sities of the national defense. 

Sec. 302. To expedite production and deliveries or services to aid in carrying 
out Government contracts for the procurement of materials or the performance 
of services for the national defense, the President may make provision for loans 
(including participations in, or guarantees of, loans) to private business enter- 
prises (including research corporations not organized for profit) for the expan- 
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sion of capacity, the development of technological processes, or the production of 
essential materials, including the exploration, development, and mining of stra- 
tegie and critical metals and minerals, and manufacture of newsprint. Such 
loans may be made without regard to the limitations of existing law and on such 
terms and conditions as the President deems necessary, except that financial 
assistance may be extended only to the extent that it is not otherwise available on 
reasonable terms. 

Sec. 303. (a) To assist in carrying out the objectives of this Act, the President 
may make provision (1) for purchases of or commitments to purchase metals, 
minerals, and other materials, for Government use or resale; and (2) for the 
encouragement of exploration, development, and mining of critical and strategic 
minerals and metals: Provided, however, That purchases for resale under this 
subsection shall not include that part of the supply of an agricultural commodity 
which is domestically produced except insofar as such domestically produced 
supply may be purchased for resale for industrial uses or stockpiling, and no 
commodity purchased under this subsection shall be sold at less than the estab- 
lished ceiling price for such commodity (except that minerals and metals shall 
not be sold at less than the established ceiling price, or the current domestic 
market price, whichever is lower), or, if no ceiling price has been established, 
the higher of the following: (i) the current domestic market price for such 
commodity, or (ii) the minimum sale price established for agricultural commodi- 
ties owner or controlled by the Commodity Credit Corporation as provided in 
section 407 of Public Law 439, Eighty-first Congress: Provided further, however, 
That no purchase or commitment to purchase any imported agricultural com- 
modity shall be made calling for delivery more than one year after the expira- 
tion of this Act. 

(b) Subject to the limitations in subsection (a), purchases and commitments 
to purchase and sales under such subsection may be made without regard to 
the limitations of existing law, for such quantities, and on such terms and 
conditions, including advance payments, and for such periods, but not extending 
beyond June 30, 1963, as the President deems necessary, except that purchases 
or commitments to purehase involving higher than established ceiling prices 
(or if there be no established ceiling prices, currently prevailing market prices) 
or anticipated loss on resale shall not be made unless it is determined that 
supply of the materials could not be effectively increased at lower prices or on 
terms more favorable to the Government, or that such purchases are necessary 
to assure the availability to the United States of overseas supplies. 

(c) If the President finds— 

(1) that under generally fair and equitable ceiling prices for any raw or non- 
processed material, there will result a decrease in supplies from high-cost 
sources of such material, and that the continuation of such supplies is necessary 
to carry out the objectives of the Act; or 

(2) that an increase in cost of transportation is temporary in character and 
threatens to impair maximum production or supply in any area at stable prices 
of any materials, 


he may make provision for subsidy payments on any such domestically produced 
material other than an agricultural commodity in such amounts and in such 
manner (including purchases of such material and its resale at a loss without 
regard to the limitations of existing law), and on such terms and conditions, as 
he determines to be necessary to insure that supplies from such high-cost 
sources are continued, or that maximum production or supply in such area at 
stable prices of such materials is maintained, as the case may be. 

(d) The procurement power granted to the President by this section shall 
include the power to transport and store and have processed and refined, any 
materials procured under this section. 

(e) When in his judgment it will aid the national defense, the President is 
authorized to install additional equipment, facilities, processes or improve- 
ments to plants, factories, and other industrial facilities owned by the United 
States Government, and to install Government-owned equipment in plants, fac- 
tories, and other industrial facilities owned by private persons. 

(f) Nothwithstanding any other provision of law to the contrary, metals, 
minerals, and materials acquired pursuant to the provisions of this section 
which, in the judgment of the President, are excess to the needs of programs 
under this Act, shall be transferred to the national stockpile established pur- 
suant to the Act of June 7, 1939, as amended (50 U. S. C. 98-98h), when the 
President deems such action to be in the public interest. 
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Transfers made pursuant to this subsection shall be made without charge 
against or reimbursement from funds available under such Act of June 7, 1939, 
as amended, except that costs incident to such transfer. other than acquisition 
costs shall be paid or reimbursed from such funds, and the acquisition costs of 
such metals, minerals, and materials transferred shall be deemed to be net losses 
incurred by the transferring agency and the notes payable issued to the Secre- 
tary of the Treasury representing the amounts thereof shall be canceled. Upon 
the cancellation of any such notes the aggregate amount of borrowing which 
may be outstanding at any one time under section 304 (b) of this Act, as 
amended, shall be reduced in an amount equal to the amount of any notes so 
canceled. 

(g) When in his judgment it will aid the national defense, and upon a certifi- 
cation by the Secretary of Agriculture or the Secretary of the Interior that a 
particular strategic and critical material is likely to be in short supply in time 
of war or other national emergency, the President may make provision for the 
development of substitutes for such strategic and critical materials. 

Sec. 304. (a) For the purposes of sections 302 and 303, the President is hereby 
authorized to utilize such existing departments, agencies, officials, or corpora- 
tions of the Government as he may deem appropriate, or to create new agencies 
(other than corporations). 

(b) Any agency created under this section, and any department, agency, 
official, or corporation utilized pursuant to this section is authorized, subject 
to the approval of the President, to borrow from the Treasury of the United 
States, such sums of money as may be necessary to carry out its functions under 
sections 302 and 303: Provided, That the amount borrowed under the provi- 
sions of this section by all such borrowers shall not exceed an aggregate of 
$2,100,000,000 outstanding at any one time: Provided further, That when any 
contract, agreement, loan, or other transaction heretofore or hereafter entered 
into pursuant to section 302 or 303 imposes contingent liability upon the United 
States, such liability shall be considered for the purposes of sections 8679 and 
8732 of the Revised Statutes, as amended, as an obligation only to the extent 
of the probable ultimate net cost to the United States under such transaction; 
and the President shall submit a report to the Congress not less often than once 
each quarter setting forth the gross amount of each such transaction entered 
inte by any agency of the United States Government under this authority and 
the basis for determining the probable ultimate net cost to the United States 
thereunder. For the purpose of borrowing as authorized by this subsection, 
the borrower may issue to the Secretary of the Treasury its notes, debentures, 
bonds, or other obligations to be redeemable at its option before maturity in 
such manner as may be stipulated in such obligations. Such obligations shall 
bear interest at a rate determined by the Secretary of the Treasury, taking into 
consideration the current average rate on outstanding marketable obligations 
of the United States as of the last day of the month preceding the issuance of 
the obligations. The Secretary of the Treasury is authorized and directed to 
purckase such obligations and for such purpose the Secretary of the Treasury 

is authorized to use as a public-debt transaction the proceeds from the sale of 
any securities issued under the Second Liberty Bond Act, as amended, and the 
purposes for which securities may be issued under the Second Liberty Bond 
Act, as amended, are extended to include any purchases of obligations hereunder. 


TITLE IV—PRICE AND WAGB STABILIZATION 
Terminated at the close of April 30, 1953, by section 11, 1953 amendments. 
TITLE V—SETTLEMENT OF LABOR DISPUTES 
Terminated at the close of April 30, 1958, by section 11, 1953 amendments. 
TITLE VI—CONTROL OF REAL ESTATE CREDIT 
Terminated at the close of June 30, 1953, by section 11; 1953 amendments, 
TITLE VII—GENERAL PROVISIONS 


Src. 701. (a) It is the sense of the Congress that small-business enterprises 
be encouraged to make the greatest possible contribution toward achieving the 
objectives of this Act. 
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(b) In order to carry out this policy— 
(i) the President shall provide small-business enterprises with full informa- 

tion concerning the provisions of this Act relating to, or of benefit to, such 
enterprises and concerning the activities of the various departments and agencies 
under this Act; 

(ii) such business advisory committees shall be appointed as shall be appro- 
priate for purposes of consultation in the formulation of rules, regulations, or 
orders, or amendments thereto issued under authority of this Act, and in their 
formation there shall be fair representation for independent small, for medium, 
and for large business enterprises, for different geographical areas, for trade 
association members and nonmembers, and for different segments of the industry ; 

(iii) in administering this Act, such exemptions shall be provided for small- 
business enterprises as may be feasible without impeding the accomplishment 
of the objectives of this Act; and 

(iv) in administering this Act, special provision shall be made for the expe- 
ditious handling of all requests, applications, or appeals from small-business 
enterprises. 

(c) Whenever the President invokes the powers given him in this Act to 
allocate any material in the civilian market, he shall do so in such a manner as 
to make available, so far as practicable, for business and various segments thereof 
in the normal channel of distribution of such material, a fair share of the avail- 
able civilian supply based, so far as practicable, on the share received by such 
business under normal conditions during a representative period preceding any 
future allocation of materials: Provided, That the President shall, in the alloca- 
tion of materials in the civilian market, give due consideration to the needs of 
new concerns and newly acquired operations, undue hardships of individual 
businesses, and the needs of smaller concerns in an industry. 

(d) In order to further the objectives and purposes of this section, the Office 
of Defense Mobilization is directed to investigate the distribution of defense 
contracts with particular reference to the share of such contracts which has 
gone and is now going to small business, either directly or by subcontract; to 
review the policies, procedures, and administrative arrangements now being 
followed in order to increase participation by small business in the mobilization 
program ; to explore all practical ways, whether by amendments to laws, policies, 
regulations, or administrative arrangements, or otherwise, to increase the share 
of defense procurement going to small business; to get from the departments and 
agencies engaged in procurement, and from other appropriate agencies including 
the Small Business Administration, their views and recommendations on ways 
to increase the share of procurements going to small business; and to make a re- 
port to the President and the Congress, not later than six months after the enact- 
ment of the Defense Production Act Amendments of 1955, which report shail con- 
tain the following: (i) a full statement of the steps taken by the Office of Defense 
Mobilization in making investigations required by this subsection; (ii) the 
findings of the Office of Defense Mobilization with respect to the share of pro- 
curement which has gone and is now going to sraall business; (iii) a full and 
complete statement of the actions taken by the Office of Defense Mobilization and 
other agencies to increase such small business share; (iv) a full and complete 
statement of the recommendations made by the procurement agencies and other 
agencies consulted by the Office of Defense Mobilization; and (v) specific rec- 
commendations by the Office of Defense Mobilization for further action to in- 
crease the share of procurement going to small business. 

Seo. 702. As used in this Act— 

(a) The word “person” includes an individual, corporation, partnership, asso- 
ciation, or any other organized group of persons, or legal successor or representa- 
tive of the foregoing, and includes the United States or any agency thereof, or 
any other government, or any of its political subdivisions, or any agency of any 
of the foregoing: Provided, That no punishment provided by this Act shall apply 
to the United States, or to any such government, political subdivision, or govern- 
ment-agency. 

(b) The word “materials” shall include raw materials, articles, commodities, 
products, supplies, components, technical information, and processes. 

(c) The word “facilities” shall not include farms, churches or other places 
of worship, or private dwelling houses. 

(d) The term “national defense’ means programs for military and atomic 
energy production or construction, military assistance to any foreign nation, 
stockpiling, and directly related activity. 
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(e) The words “wages, salaries, and other compensation” shall include all 
forms of remuneration to employees by their employers for personal services, 
including, but not limited to, vacation and holiday payments, night shift and 
other bonuses, incentive payments, year-end bonuses, employer contributions 
to or payments of insurance or welfare benefits, employer contributions to a pen- 
sion fund or annuity, payments in kind, and premium overtime payments. 

Sec. 703. (a) Except as otherwise specifically provided, the President may dele- 
gate any power or authority conferred upon him by this Act to any officer or 
agency of the Government, including any new agency or agencies (and the Presi- 
dent is hereby authorized to create such new agencies, other than corporate 
agencies, as he deems necessary), and he may authorize such redelegations 
by that officer or agency as the President may deem appropriate. The Presi- 
dent is authorized to appoint heads and assistant heads of any such new agen- 
cies, and other officials therein of comparable status, and to fix their compensa- 
tion, without regard to the Classification Act of 1949, as amended, the head 
of one such agency to be paid at a rate comparable to the compensation paid 
to the heads of executive departments of the Government, and other such heads, 
assistant heads, and officials at rates comparable to the compensation paid to 
the heads and assistant heads of independent agencies of the Government. 
Any officer or agency may employ civilian personnel for duty in the United 
States, including the District of Columbia, or elsewhere, without regard to 
section 14 of the Federal Employees Pay Act of 1946 (60 Stat. 219) as the 
President deems necessary to carry out the provisions of this Act. 

(b) The head and assistant heads of any independent agency created to admin- 
ister the authority conferred by title IV of this Act shall be appointed by the 
President, by and with the advice and consent of the Senate. There shall be 
included among the policy-making officers of each regional office administering 
the authority conferred by title IV of this Act a resident of each State served by 
such office whose governor requests such representation. 

Sec. 704. The President may make such rules, regulations, and orders as he 
deems necessary or appropriate to carry out the provisions of this Act. Any 
regulation or order under this Act may be established in such form and manner, 
may contain such classifications and differentiations, and may provide for such 
adjustments and reasonable exceptions as in the judgment of the President are 
necessary or proper to effectuate the purposes of this Act, or to prevent circum- 
vention or evasion, or to facilitate enforcement of this Act, or any rule, regula- 
tion, or order issued under this Act. No rule, regulation, or order issued under 
this Act which restricts the use of natural gas (either directly, or by restricting 
the use of facilities for the consumption of natural gas, or in any other manner) 
shall apply in any State in which a public regulatory agency has authority to 
restrict the use of natural gas and certifies to the President that it is exercising 
that authority to the extent necessary to accomplish the objectives of this Act. 

Src. 705. (a) The President shall be entitled, while this Act is in effect and 
for a period of two years thereafter, by regulation, subpena, or otherwise, to 
obtain such information from, require such reports and the keeping of such rec- 
ords by, make such inspection of the books, records, and other writings, premises 
or property of, and take the sworn testimony of, and administer oaths and affirma- 
tions to, any person as may be necessary or appropriate, in his discretion, to the 
enforcement or the administration of this Act and the regulations or orders 
issued thereunder. The President shall issue regulations insuring that the 
authority of this subsection will be utilized only after the scope and purpose of 
the investigation, inspection, or inquiry to be made have been defined by compe- 
tent authority, and it is assured that no adequate and authoritative data are 
available from any Federal or other responsible agency. In case of contumacy 
by, or refusal to obey a subpena served upon, any person referred to in this subsec- 
tion, the district court of the United States for any district in which such person 
is found or resides or transacts business, upon application by the President, shall 
have jurisdiction to issue an order requiring such person to appear and give testi- 
mony or to appear and produce documents, or both; and any failure to obey ‘such 
order of the court may be punished by such court as a contempt thereof. 

(b) No person shall be excused from complying with any requirement under 
this section or from attending and testifying or from producing books, papers, 
documents, and other evidence in obedience to a subpena before any grand jury 
or in any court or administrative proceeding based upon or growing out of any 
alleged violation of this Act on the ground that the testimony or evidence, docu- 
mentary or otherwise, required of him may tend to incriminate him or subject 
him to penalty or forfeiture; but no natural person shall be prosecuted or sub- 
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jected to any penalty or forfeiture in any court, for or on account of any transac- 
tion, matter, or thing concerning which he is so compelled, after having claimed 
his privilege against self-incrimination, to testify or produce evidence, documen- 
tary or otherwise, except that such natural person so testifying shall not be 
exempt from prosecution and punishment for perjury committed in so testifying: 
Provided, That the immunity granted herein from prosecution and punishment 
and from any penalty or forfeiture shall not be construed to vest in any individual 
any right to priorities assistance, to the allocation of materials, or to any other 
benefit which is within the power of the President to grant under any provision 
of this Act. 

(c) The production of a person’s books, records, or other documentary evi- 
dence shall not be required at any place other than the place where such person 
usually keeps them, if, prior to the return date specified in the regulations, sub- 
pena, or other document issued with respect thereto, such person furnishes the 
President with a true copy of such books, records, or other documentary evi- 
dence (certified by such person under oath to be a true and correct copy) or 
enters into a stipulation with the President as to the information contained in 
such books, records, or other documentary evidence. Witnesses shall be paid the 
same fees and mileage that are paid witnesses in the courts of the United States. 

(d) Any person who willfully performs any act prohibited or willfully fails 
to perform any act required by the above provisions of this section, or any rule, 
regulation, or order thereunder, shall upon conviction be fined not more than 
$1,000 or imprisoned for not more than one year or both. 

(e) Information obtained under this section which the President deems con- 
fidential or with reference to which a request for confidential treatment is made 
by the person furnishing such information shall not be published or disclosed 
unless the President determines that the withholding thereof is contrary to the 
interest of the national defense, and any person willfully violating this provision 
shall, upon conviction, be fined not more than $10,000, or imprisoned for not 
more than one year, or both. 

All information obtained by the Office of Price Stabilization under this section 
705, as amended, and not made public prior to April 30, 1953, shall be deemed 
confidential and shall not be published or disclosed, either to the public or to 
another Federal agency except the Congress or any duly authorized committee 
thereof, and except the Department of Justice for such use as it may deem neces- 
sary in the performance of its functions, unless the President determines that 
the withholding thereof is contrary to the interests of the national defense, and 
any person willfully violating this provision shall, upon conviction, be fined not 
more than $10,000 or imprisoned for not more than one year, or both. 

(f) Any person subpenaed under this section shall have the right to make a 
record of his testimony and to be represented by counsel. 

Sec. 706. (a) Whenever in the judgment of the President any person has en- 
gaged or is about to engage in any acts or practices which constitute or will 
constitnte a violation of any provision of this Act, he may make application to the 
appropriate court for an order enjoining such acts or practices, or for an order 
enforcing compliance with such provision, and upon a showing by the President 
that such person has engaged or is about to engage in any such acts or practices 
a permanent or temporary injunction, restraining order, or other order, with 
or without such injunction or restraining order, shall be granted without bond. 

(b) The district courts of the United States and the United States courts of 
any Territory or other place subject to the jurisdiction of the United States 
shall have jurisdiction of violations of this Act or any rule, regulation, order, or 
subpena thereunder, and of all civil actions under this Act to enforce any li- 
ability or duty created by, or to enjoin any violation of, this Act or any rule, 
regulation, order, or subpena thereunder. Any criminal proceeding on account 
of any such violation may be brought in any district in which any act, failure to 
act, or transaction constituting the violation occurred. Any such civil action 
may be brought in any such district or in the district in which the defendant 
resides or transacts business. Process in such cases, criminal or civil, may be 
served in any district wherein the defendant resides or transacts business or 
wherever the defendant may be found; the subpena for witnesses who are re- 
quired to attend a court in any district in such case may run into any other 
district. The termination of the authority granted in any title or section of this 
Act, or of any rule, regulation, or order issued thereunder, shall not operate to 
defeat any suit, action, or prosecution, whether theretofore or thereafter com- 
menced, with respect to any right, liability, or offense incurred or committed 
prior to the termination date of such title or of such rule, regulation, or order. 
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No costs shall be assessed against the United States in any proceeding under 
this Act. All litigation arising under this Act or the regulations promulgated 
thereunder shall be under the supervision and control of the Attorney General. 

Sec. 707. No person shall be held liable for damages or penalties for any act or 
failure to act resulting directly or indirectly from compliance with a rule, regula- 
tion, or order issued pursuant to this Act notwithstanding that any such rule, 
regulation, or order shall thereafter be declared by judicial or other competent 
authority to be invalid. No person shali discriminate against orders or contracts 
to which priority is assigned or for which materials or facilities are allocated 
under title I of this Act or under any rule, regulation, or order issued there- 
under, by charging higher prices or by imposing different terms and conditions 
for such orders or contracts than for other generally comparable orders or con- 
tracts, or in any otber manner. 

Sec. 708. (a) The President is authorized to consult with representatives of 
industry, business, financing, agriculture, labor, and other interests, with a view 
to encouraging the making by such persons with the approval by the President 
of voluntary agreements and programs to further the objectives of this Act. 

(b) No act or omission to act pursuant to this Act which occurs while this 
Act is in effect, if requested by the President pursuant to a voluntary agree- 
ment or program approved under subsection (a) and found by the President 
to be in the public interest as contributing to the national defense shall be 
construed to be within the prohibition of the antitrust laws or the Federal 
Trade Commission Act of the United States: “Provided, however, That after 
the enactment of the Defense Production Act Amendments of 1955, the exemp- 
tion from the prohibitions of the antitrust laws and the Federal Trade Com- 
mission Act of the United States shall apply only (1) to acts and omissions 
to act requested by the President or his duly authorized delegate pursuant to 
duly approved voluntary agreements or programs relating solely to the exchange 
between actual or prospective contractors of technical or other information, pro- 
duction techniques, and patents or patent rights, relating to equipment used 
primarily by or for the military which is being procured by the Department 
of Defense or any department thereof, and the exchange of materials, equipment, 
and personnel to be used in the production of such equipment; and (2) to 
acts and omissions to act requested by the President or his duly authorized 
delegate pursuant to voluntary agreements or programs which were duly ap- 
proved under this section before the enactment of the Defense Production Act 
Amendments of 1955. The Attorney General shall review each of the voluntary 
agreements and programs covered by this section, and the activities being 
carried on thereunder, and, if he finds, after such review and after consultation 
with the Director of the Office of Defense Mobilization and other interested 
agencies, that the adverse effects of any such agreement or program on the 
competitive free enterprise system outweigh the benefits of the agreement or 
program to the national defense, he shall withdraw his approval in accordance 
with subsection (d) of this section. This review and determination shall be 
made within ninety days after the enactment of the Defense Production Act 
Amendments of 1955. 

A copy of each such request intended to be within the coverage of this 
section, and any modification or withdrawal thereof, shall be furnished to the 
Attorney General and the Chairman of the Federal Trade Commission when 
made, and it shall be published in the Federal Register unless publication thereof 
would, in the opinion of the President, endanger the national security. 

(ec) The authority granted in subsection (b) shall be delegated only (1) to 
officials who shall for the purpose of such delegation be required to be appointed 
by the President by and with the advice and consent of the Senate, unless 
otherwise required to be so appointed, and (2) upon the condition that such 
officials consult with the Attorney General and with the Chairman of the Federal 
Trade Commission not less than ten days before making any request or finding 
thereunder, and (3) upon the condition that such officials obtain the approval 
of the Attorney General to any request thereunder before making the request. 
For the purpose of carrying out the objectives of title I of this Act, the authority 
granted in subsection (b) of this section shall not be delegated except to a 
single official of the Government. 

(d) Upon withdrawal of any request or finding made hereunder, or upon 
withdrawal by the Attorney General of his approval of the voluntary agree- 
ment or program on which the request or finding is based, the provisions of 
this section shall not apply to any subsequent act or omission to act by reason 
of such finding or request. 
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(e) The Attorney General is directed to make, or request the Federal Trade 
Commission to make for him, surveys for the purpose of determining any factors 
which may tend to eliminate competition, create or strengthen monopolies, 
injure small business, or otherwise promote undue concentration of economic 
power in the course of the administration of this Act. Such surveys, and 
the reports hereafter required, shall include studies of the voluntary agree- 
ments and programs authorized by this section. The Attorney General shall 
submit to the Congress and the President within ninety days after the approval 
of this Act, and at least once every three months, reports setting forth the 
results of such surveys and including such recommendations as he may deem 
desirable. 

(f) After the date of enactment of the Defense Production Act Amendments 
of 1952, no voluntary program or agreement for the control of credits shall be 
approved or carried out under this section. 

Sec. 709. The functions exercised under this Act shall be excluded from the 
operation of the Administrative Procedure Act (60 Stat. 237) except as to the 
requirements of section 3 thereof. Any rule, regulation, or order, or amend- 
ment thereto, issued under authority of this Act shall be accompanied by a 
statement that in the formulation thereof there has been consultation with 
industry representatives, including trade association representatives, and that 
consideration has been given to their recommendations, or that special circum- 
stances have rendered such consultation impracticable or contrary to the interest 
of the national defense, but no such rule, regulation, or order shall be invalid 
by reason of any subsequent finding by judicial or other authority that such a 
statement is inaccurate. 

Sec. 710. (a) Repealed by section 505 (c) (1) of the Act of June 28, 1955 (69 
Stat. 180). 

(b) (1) The President is further authorized, to the extent he deems it neces- 
sary and appropriate in order to carry out the provisions of this Act, and 
subject to such regulations as he may issue, to employ persons of outstanding 
experience and ability without compensation ; 

(2) The President shall be guided in the exercise of the authority provided 
in this subsection by the following policies: 

(i) So far as possible, operations under the Act shall be carried on by full- 
time, salaried employees of the Government, and appointments under this 
authority shall be to advisory or consultative positions only. 

(ii) Appointments to positions other than advisory or consultative may be 
made under this authority only when the requirements of the position are 
such that the incumbent must personally possess outstanding experience and 
ability not obtainable on a full-time, salaried basis. 

(iii) In the appointment of personnel and in assignment of their duties, 
the head of the department or agency involved shall take steps to avoid, to 
as great an extent as possible, any conflict between the governmental duties 
and the private interests of such personnel. 

(3) Appointees under this subsection (b) shall, when policy matters are in- 
volved, be limited to advising appropriate full-time salaried Government 
officials who are responsible for making policy decisions. 

(4) Any person employed under this subsection (b) is hereby exempted, with 
respect to such employment, from the operation of sections 281, 283, 284, 434, and 
1914 of title 18, United States Code, and section 190 of the Revised Statutes 
(5 U. 8. ©. 99), except that— 

(i) exemption hereunder shall not extend to the negotiation or execution, 
by such appointee, of Government contracts with the private employer of such 
appointee or with any corporation, joint stock company, association, firm, part- 
nership, or other entity in the pecuniary profits or contracts of which the 
appointee has any direct or indirect interest ; 

(ii) exemption hereunder shall not extend to making any recommendation 
or taking any action with respect to individual applications to the Government 
for relief or assistance, on appeal or otherwise, made by the private employer 
of the appointee or by any corporation, joint stock company, association, firm, 
partnership, or other entity in the pecuniary profits or contracts of which the 
appointee has any direct or indirect interest ; 

(iii) exemption hereunder shall not extend to the prosecution by the ap- 
pointee, or participation by the appointee in any fashion in the prosecution, 
of any claims against the Government involving any matter concerning which 
the appointee had any responsibility during his employment under this subsec- 
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tion, during the period of such employment and the further period of two years 
after the termination of such employment; and 

(iv) exemption hereunder shall not extend to the receipt or payment of salary 
in connection with the appointee’s Government service hereunder from any 
source other than the private employer of the appointee at the time of his 
appointment hereunder. 

(5) Appointments under this subsection (b) shall be supported by written 
certification by the head of the employing department or agency— 

(i) that the appointment is necessary and appropriate in order to carry out 
the provisions of the Act; 

(ii) that the duties of the position to which the appointment is being made 
require outstanding experience and ability ; 

(iii) that the appointee has the outstanding experience and ability required 
by the position; and 

(iv) that the department or agency head has been unable to obtain a person 
with the qualifications necessary for the position on a full-time, salaried basis. 

(6) The heads of the departments or agencies making appointments under 
this subsection (b) shall file with the Division of the Federal Register for 
publication in the Federal Register a statement including the name of the ap- 
pointee, the employing department or agency, the title of his position, and the 
name of his private employer, and the appointee shall file with such Division 
for publication in the Federal Register a statement listing the names of any 
corporations of which he is an officer or director or within 60 days preceding 
his appointment has been an officer or director, or in which he owns, or within 
60 days preceding his appointment has owned, any stocks, bonds, or other finan- 
cial interests, and the names of any partnerships in which he is, or was within 
60 days preceding his appointment, a partner, and the names of any other 
businesses in which he owns, or within such 60-day period has owned, any 
similar interest. At the end of each succeeding six-month period, the appointee 
shall file with such Division for publication in the Federal Register a statement 
showing any changes in such interests during such period. 

(7) At least once every three months the Chairman of the United States 
Civil Service Commission shall survey appointments made under this subsection 
and shall report his findings to the President and the Joint Committee on 
Defense Production and make such recommendations as he may deem proper. 

(8) Persons appointed under the authority of this subsection may be allowed 
transportation and not to exceed $15 per diem in lieu of subsistence while away 
from their homes or regular places of business pursuant to such appointment. 

(c) The President is authorized, to the extent he deems it necessary and 
appropriate in order to carry out the provisions of this Act, to employ experts 
and consultants or organizations thereof, as authorized by section 55a of title 5 
of the United States Code. Individuals so employed may be compensated at 
rates not in excess of $50 per diem and while away from their homes or regular 
places of business they may be allowed transportation and not to exceed $15 
per diem in lieu of subsistence and other expenses while so employed. The 
President is authorized to provide by regulation for the exemption of such per- 
sons from the operation of sections 281, 283, 284, 484, and 1914 of title 18 of 
the United States Code and section 190 of the Revised Statutes (5 U. S. ©. 99). 

(d) The President may utilize the services of Federal, State, and local agencies 
and may untilize and establish suck regional, local, or other agencies, and 
utilize such voluntary and uncompensated services, as may from time to time 
be needed; and he is authorized to provide by regulation for the exemption of 
persons whose services are utilized under this subsection from the operation of 
sections 281, 283, 284, 434, and 1914 of title 18 of the United States Code and 
section 190 of the Revised Statutes (5 U. 8S. C. 99). 

(e) The President is further authorized to provide for the establishment and 
training of a nucleus executive reserve for employment in executive positions 
in Government during periods of emergency. Members of this executive re- 
serve who are not full-time Government employees may be allowed transporta- 
tion and not to exceed $15 per diem in lieu of susbsistence while away from 
their homes or regular places of business for the purpose of participating in 
the executive reserve training program. The President is authorized to pro- 
vide by regulation for the exemption of such persons who are not full-time 
Government employees from the operation of sections 281, 283, 284, 434, and 
1914 * Maa of the United States Code and section 190 of the Revised Statutes 
(5 U. 8. C. 99). 
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(f) Whoever, being an officer or employee of the United States or any depart- 
ment or agency thereof (including any Member of the Senate or House of 
Representatives), receives, by virtue of his office or employment, confidential 
information, and (1) uses such information in speculating directly or indirectly 
on any commodity exchange, or (2) discloses such information for the purpose 
of aiding any other person so to speculate, shall be fined not more than $10,000 
or imprisoned not more than one year, or both. As used in this section, the term 
“speculate” shall not include a legitimate hedging transaction, or a purchase or 
sale which is accompanied by actual delivery of the commodity. 

(g) The President, when he deems such action necessary, may make provision 
for the printing and distribution of reports, in such number and in such manner 
as he deems appropriate, concerning the actions taken to carry out the objectives 
of this Act. 

Sec. 711. There are hereby authorized to be appropriated such sums as may 
be necessary and appropriate for the carrying out of the provisions and pur- 
poses of this Act by the President and such agencies as he may designate or 
create. Funds made available for the purposes of this Act may be allocated 
or transferred for any of the purposes of this Act, with the approval of the 
Bureau ef the Budget, to any agency designated to assist in carrying out this 
Act. Funds so allocated or transferred shall remain available for such period 
as may be specified in the Acts making such funds available. 

Sec. 712. (a) There is hereby established a joint congressional committee to 
be known as the Joint Committee on Defense Production (hereinafter referred 
to as the committee), to be composed of ten members as follows: 

(1) Five members who are members of the Committee on Banking and 
Currency of the Senate, three from the majority and two from the minority 
party, to be appointed by the chairman of the committee; and 

(2) Five members who are members of the Committee on Banking and Cur- 
rency of the House of Representatives, three from the majority and two from 
the minority party, to be appointed by the chairman of the committee. 

A vacancy in the membership of the committee shall be filled in the same 
manner as the original selection. The committee shall elect a chairman and a 
vice chairman from among its members, one of whom shall be a member of the 
Senate and the other a member of the House of Representatives. 

(b) It shall be the function of the Committee to make a continuous study of 
the programs and of the fairness to consumers of the prices authorized by this 
Act and to review the progress achieved in the execution and administration 
thereof. Upon request, the committee shall aid the standing committees of the 
Congress having legislative jurisdiction over any part of the programs author- 
ized by this Act; and it shall make a report to the Senate and the House of 
Representatives, from time to time, concerning the results of its studies, together 
with such recommendations as it may deem desirable. Any department, official, 
or agency administering any of such programs shall, at the request of the com- 
mittee, consult with the committee, from time to time, with respect to their 
activities under this Act. 

(c) The committee, or any duly authorized subcommittee thereof, is authorized 
to hold such hearings, to sit and act as such times and places, to require by sub- 
pena (to be issued under the signature of the chairman or vice chairman of the 
committee) or otherwise the attendance of such witnesses and the production of 
such books, papers, and documents, to administer such oaths, to take such testi- 
mony, to procure such printing and binding, and to make such expenditures as it 
deems advisable. The cost of stenographic services to report such hearings shall 
not be in excess of 40 cents per hundred words. The provisions of sections 102 
to 104, inclusive, of the Revised Statutes shall apply in case of any failure of 
any witness to comply with any subpena or to testify when summoned under 
authority of this subsection. 

(b) The committee is authorized to appoint and, without regard to the Classi- 
fication Act of 1949, as amended, fix the compensation of such experts, consult- 
ants, technicians, and organizations thereof, and clerical and stenographic as- 
sistants as it deems necessary and advisable. 

(e) The expenses of the committee under this section, which shall not exceed 
$65,000 in any fiscal year, shall be paid one-half from the contingent fund of the 
Senate and one-half from the contingent fund of the House of Representatives 
upon vouchers signed by the chairman or vice chairman. Disbursements to pay 
such expenses shall be made by the Clerk of the House of Represenatives out of 
the contingent fund of the House of Representatives, such contingent fund to be 
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reimbursed from the contingent fund of the Senate in the amount of one-half 
of disbursements so made without regard to any other provision of law. 

Sec. 713. The provisions of this Act shall be applicable to the United States, its 
Territories and possessions, and the District of Columbia. 

Sec. 714. Terminated at the close of July 31, 1953. For purposes of section 
301 (a) of this Act, section 714 (a) (1) defined a small-business concern thusly : 
“* * * 9 small-business concern shall be deemed to be one which is independently 
owned and operated and which is not dominant in its field of operation,” and 
provided that, “The Administration, in making a detailed definition, may use 
these criteria, among others: independency of ownership and operation, number 
of employees, dollar volume of business, and nondominance in its field.” 

Sec. 715. If any provision of this Act or the application of such provision to 
any person or circumstances shall be held invalid, the remainder of the Act, 
and the application of such provision to persons or circumstances other than 
those as to which it is held invalid, shall not be affected thereby. 

Sec. 716. That no person may be employed under this Act who engages in a 
strike against the Government of the United States or who is a member of an 
organization of Government employees that asserts the right to strike against 
the Government of the United States, or who advocates, or who is a member of 
an organization that advocates, the overthrow of the Government of the United 
States by force or violence: Provided, That for the purposes hereof an affidavit 
shall be considered prima facie evidence that the person making the affidavit has 
not contrary to the provisions of this section engaged in a strike against the 
Government of the United States, is not a member of an organization of Govern- 
ment employees that asserts the right to strike against the Government of the 
United States or that such person does not advocate, and is not a member of an 
organization that advocates, the overthrow of the Government of the United 
States by force or violence: Provided further, That any person who engages in 
a strike against the Government of the United States or who is a member of an 
organization of Government employees that asserts the right to strike against 
the Government of the United States, or who advocates, or who is a member of an 
organization that advocates, the overthrow of the Government of the United 
States by force or violence and accepts employment the salary or wages for 
which are paid from any appropriation or fund contained in this Act shall be 
guilty of a felony and, upon conviction, shall be fined not more than $1,000 or 
imprisoned for not more than one year, or both: Provided further, That the 
above penalty clause shall be in addition to, and not in substitution for, any 
other provisions of existing law. 

Sec. 717. (a) Title I (except section 104), title III, and title VII (except 
section 714) of this Act, and all authority conferred thereunder, shall terminate 
at the close of June 30, 1956. Section 714 of this Act, and all authority con- 
ferred thereunder shall terminate at the close of July 31, 1953. Section 104, 
title II, and title VI of this Act, and all authority conferred thereunder shall 
terminate at the close of June 30, 1953. Title IV and V of this Act, and all 
authcrity conferred thereunder, shall terminate at the close of April 30, 1953. 

(b) Notwithstanding the foreguing— 

(1) The Congress by concurrent resolution or the President by proclamation 
may terminate this Act prior to the termination otherwise provided therefor. 

(2) The Congress may also provide by concurrent resolution that any section 
of this Act and all authority conferred thereunder shall terminate prior to the 
termination otherwise provided therefor. 

(3) Any agency created under this Act may be continued in existence for 
purposes of liquidation for not to exceed six months after the termination of 
the provision authorizing the creation of such agency. 

(c) The termination of any section of this Act, or of any agency or corpora- 
tion utilized under this Act, shall not affect the disbursement of funds under, 
or the carrying out of, any contract, guarantee, commitment or other obligation 
entered into pursuant to this Act prior to the date of such termination, or the 
taking of any action necessary to preserve or protect the interests of the United 
States in any amounts advanced or paid out in carrying on operations under 
this Act, or the taking of any action (including the making of new guarantees) 
deemed by a guaranteeing agency to be necessary to accomplish the orderly 
liquidation, adjustment, or settlement of any loans guaranteed under this Act, 
including actions deemed necessary to avoid undue hardship to borrowers in 
reconverting to normal civilian production; and all of the authority granted to 
the President, guaranteeing agencies, and fiscal agents, under section 301 of this 
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Act shall be applicable to actions taken pursuant to the authority contained in 
this subsection. 

Notwithstanding any other provision of this Act, the termination of title VI 
or any section thereof shall not be construed as effecting any obligation, condi- 
tion, liability, or restriction arising out of any agreement heretofore entered 
into pursuant to, or under the authority of, section 602 or section 605 of this Act, 
or any issuance thereunder, by any person or corporation and the Federal Gov- 
ernnment or any agency thereof relating to the provision of housing for defense 
workers or military personnel in an area designated as a critical defense hous- 
ing area pursuant to law. 

(d) No action for the recovery of any cooperative payment made to a coopera- 
tive association by a Market Administrator under an invalid provision of a 
milk marketing order issued by the Secretary of Agriculture pursuant to the 
Agricultural Marketing Agreement Act of 1937 shall be maintained unless such 
action is brought by producers specifically named as party plaintiffs to recover 
their respective share of such payments within ninety days after the date of 
enactment of the Defense Production Act Amendments of 1952 with respect 
to any cause of action heretofore accrued and not otherwise barred, or within 
ninety days after accrual with respect to future payments, and unless each claim- 
ant shall allege and prove (1) that he objected at the hearing to the provisions 
of the order under which such payments were made and (2) that he either re- 
fused to accept payments computed with such deduction or accepted them under 
protest to either the Secretary or the Administrator. The district courts of 
the United States shall have exclusive original jurisdiction of all such actions 
regardless of the amount involved. This subsection shall not apply to funds held 
in escrow pursuant to court order. Notwithstanding any other provision of this 
Act, no termination date shall be applicable to this subsection. 
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